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Banker’s Diary 
Mid-April—Mid-May 


WHILE the position of the London money market is 
fundamentally unchanged, it has not been quite so easy 
as in previous weeks. During early May 
The there was regularly a good afternoon for 
Money laaiaiy. gE 
Mashet oans from the clearing banks, and from 
time to time most of the banks have had to 
call small amounts from the market on their making-up 
days. This last is a new development, for during the 
recent years of extreme ease, calling has been the excep- 
tion rather than the rule. In a subsequent note it is 
shown that the flight of French funds to London, and in 
particular the Fre nch demand for British currency, is 
tending to deplete the cash reserves of the clearing 
banks, and in return to thrust upon them additional 
Treasury bills, which are being turned out by the 
Exchange Equalisation Account to make room for its 
acquisitions of French gold. Between April 29 and 
May 13, bankers’ deposits were reduced from {104-7 to 
£83°2 millions, and while the former figure was swollen 
by transient causes, there has almost certainly been some 
depletion of bank cash. Conversely, the total tender 
issue of Treasury bills has risen from {£493 millions 
on April 4 and £518 millions on April 25 to £558 
millions on May 23, and while part of this increase is 
seasonal, part of it is due to the Exchange Equalisation 
Account’s gold purchases. Nevertheless, money is still 
easy, and discount rates are unchanged. The banks are still 
buyers of Treasury bills at 4 per cent., and the rate for three 
months’ bank bills is unaltered at 13 — 8; percent. The re- 
actions of the French crisis upon the London money market 
are still not serious, and are not likely to become so. 


On May 13 the note circulation of the Bank of England 
rose to a new high record. It stood at £424-8 millions, 
. and so just beat last Christmas’ record of 
BS £424-5 millions. It was also £34 millions 
ie a above the circulation of exactly a year 
before, notwithstanding the fact that in 
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May, 1935, the demand for currency was increased by 
the Jubilee celebrations. Normally this is a time of 
year when the circulation tends to be low. The Easter 
holidays are over, and it is too early for the summer 
holiday expansion. Hence a special explanation must be 
sought, and there is no doubt that it is to be found in 
French hoarding. The prevailing French distrust of the 
franc has spread to the point where nervous French 
nationals are also afraid to hold gold, on the ground 
that either the possession or the exportation of gold may 
be subject to an embargo by the French authorities 
without warning. There has therefore been a pronounced 
flight into British and American currency. This is 
established not only by the recent experience of British 
bankers, but also by the fact that there has lately been 
an increase in the issue of Bank of England notes of the 
larger denomination, which are not in general use. This 
means that at the moment the size of the note circulation 
has ceased to be a guide to the general state of British 
trade, while if confidence in the franc revives there is 
likely to be a sudden contraction. Also at the moment, 
both the Bank of England’s Reserve and the supply of 
joint-stock bank cash have been depleted by this French 
demand for British currency. The reason is that this 
demand has been met by sales of gold to the Exchange 
Equalisation Account, which in turn has disposed of 
Treasury bills which are indirectly passing into the hands 
of the joint-stock banks. Thus the latter are losing cash 
and gaining bills. The obvious remedy would be for the 
Bank of England to take over gold from the Exchange 
Account in order to restore its Reserve, and then to buy 
bills in the open market to restore the joint-stock banks’ 
cash. If the French acquisition of British currency 
continues, this remedy may eventually have to be applied. 


THE London market has continued to be dominated by 
the franc. The victory of the Left in the recent election 
was the prelude to a new crisis, in which 


Mi. fears of impending devaluation and possible 
te confiscatory measures by the new Govern- 


ment were blended. The flight of funds 
from France, which immediately developed, was the most 


Q 
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serious of those which have occurred during the past 
eighteen months, for on this occasion the petit bourgeois 
began to take fright. The French demand for British 
and American currency is commented upon in a separate 
note, but a number of small deposits were also trans- 
ferred from French and British banks. Constant inter- 
vention by both the British Control and the American 
authorities was necessary, but, nevertheless, the spot 
rate for sterling rose to over Frs. 754, while forward francs 
were nominally quoted at rates equivalent to 40 per cent. 
per annum. The belga also rose to a high premium 
against the franc, so that substantial profits could be 
made on shipping gold from Paris to Brussels. So far the 
French authorities have been vigorously defending the 
franc. M. Blum, the Socialist Leader, at once declared 
himself against devaluation, and on May 6 the French 
Bank rate was raised from 5 to 6 per cent. The French 
banks have also imposed informal exchange restrictions. 
Forward dealings were for a time completely suspended, 
and spot dealings were limited to legitimate commercial 
transactions. Difficulties were also placed in the way of 
gold withdrawals. The premium on the belga also 
suddenly disappeared, through the decision of Holland 
on May 14 to recognise that Belgium was on the gold 
standard at the new parity established a year ago, so 
that gold shipments from Amsterdam to Brussels became 
permissible. During the second week of May, the tone 
improved, for M. Blum’s declaration suggested that no 
immediate crisis was likely. Nevertheless, during the 
fortnight ended May 15 the Banque de France’s gold 
stocks fell from Frs. 60,768 to Frs. 57,515 millions, while 
to assist both the banks and the Treasury it increased its 
rediscounts from Frs. 15,021 to Frs. 17,559 millions. 
The crisis is by no means over. 


Tue April returns of the eleven clearing banks reflect 
mainly the continuance of the trade revival coupled with 
the opening of a new financial year. De- 

April posits which in February and March suffered 
Clearing from tax collection, rose from {2,108-2 
millions in March to £2,153-6 millions in 
April. There was also an increase in cash 


Bank 
Returns 
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from {216-7 to {227-4 millions, but this may be for- 
tuitous, as there were several heavy movements of funds 
during early April. It will be interesting to see if French 
hoarding of British currency causes a reduction in bank 
cash during May. Discounts have risen from {252-0 to 
£268- 3 millions, possibly because tender issues of Treasury 
bills began to increase in April. Investments are slightly 
higher at {636-9 millions, while advances have increased 
from {847-2 to £864-3 millions. This last is a very 
satisfactory movement from the general trade point of 
view. 


AT the annual dinner of the British Bankers’ Association, 
held on May 11, Mr. J. W. Beaumont Pease, the President, 
_ made a timely contribution towards the 
—. cause of world reconstruction. He began 
Association DY endorsing categorically a recent state- 
ment of the Chancellor of the Exchequer in 
reply to allegations that British bankers were extending 
credit to Germany outside the Standstill Agreement. 
‘“T am in a position to say,” declared Mr. Pease, “ that 
no such credits have been given by any of the clearing 
banks.’’ Mr. Pease proceeded to discuss the need for 
world economic reconstruction as an important part of 
the problem of maintaining world peace. Could not more 
be done, he asked, for international trade and to recover 
three-quarters of our export trade, which had been lost. 
Bilateral agreements were better than nothing, but trade 
was naturally triangular and multi-triangular. Mr. Pease 
was not in favour of unwieldy international conferences, 
which were doomed in advance to failure. Instead he 
made the suggestion that experts and practical men from 
a very few of the principal countries should meet quietly 
and see if they could not reach a measure of agreement, 
or at least pave the way to an improvement on existing 
conditions. Lord Hailsham, in replying for the Govern- 
ment, naturally could not commit himself and his col- 
leagues to an immediate acceptance of Mr. Pease’s 
views, but it is to be hoped that the Government will 
consider them sympathetically, for they offer a practical 
means of approach to the world’s manifold problems of 
to-day. 
Q2 
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FOLLOWING certain rumours and allegations, a Tribunal 
of Inquiry under the Act of 1921 has been set up to in- 
vestigate the alleged disclosure of certain 
Rss ol budget secrets, especially the increases in 
the standard rate of income tax and the 
tea duty. The Tribunal consists of Mr. Justice Porter, 
Mr. Gavin Simonds, K.C., and Mr. Roland Oliver, K.C. 
At the moment of going to press the Tribunal was still in 
session and so it would be improper to comment upon the 
evidence. One point of principle, however, is beginning 
to emerge. Many kinds of insurance, such as accident, 
fire and burglary, provide that before a claim can be 
met, the insured must prove that he has suffered actual 
loss. That loss is duly assessed, and the result of the 
assessment determines the payment made under the 
claim. Also the claim isonly admitted up to the assessed 
loss and not up to the total amount insured. Budget 
insurances are apparently upon a different footing, for 
the full amount insured is met automatically with no 
prior need on the part of the insured to establish loss. 
This is an important distinction, for it shifts the whole 
transaction from the plane of insurance to that of 
gambling. Whatever the outcome of this particular 
inquiry, this is a matter which merits careful considera- 
tion by Lloyd’s. 


Imports during April were valued at {66-7 millions, 

compared with {68-1 millions in March, and {59:9 

; millions in April, 1935. Raw material 

— imports increased slightly from {19-6 mil- 

a lions to {20-0 millions, and were £3 millions 

higher than in April a year ago. British 

exports decreased from £36-5 millions to £33-4 millions, 

and stood at almost the same level as in April, 1935. 

British manufactured exports amounted to £26-o millions. 

compared with {28-6 millions in March, and {25-9 

millions in April, 1935. Re-exports remained unchanged 

at {5-9 millions. The returns are summarised below :— 

April, 1935 March, 1936 April, 1936 

£ mill. £ mill. £ mill. 

Imports a ‘I 66-7 
Exports... 7 nia ° 36°5 

Re-exports - - . ‘9 

Total Exports “ ia ° 42°4 
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For the year to April, 1936, imports were valued at 
£266-7 millions, against {237-9 millions in 1935. British 
exports amounted to £139°5 millions, compared with 
£138-5 millions for the same period of last year, and 
re-exports stood at {21-7 millions against {18-1 millions 
in 1935. The adverse trade balance therefore stands at 
£105°5 millions compared with £81-3 millions last year. 


The Bank for International 


Settlements 


HE latest report of the Bank for International 
Settlements has come at an opportune moment 
for the current issue of THE BANKER, which deals 
largely with international affairs. In one sense the B.LS. 
is not quite the power which it first appeared likely to 
become. It was founded at a time when the gold 
standard was in general force, and when in fact any 
departure from gold was regarded as_ unthinkable. 
Hence its statutes deliberately limit its operations in 
gold currencies, and while the Bank of England and the 
central banks of other countries off gold still retain their 
share of the Bank for International Settlements’ affairs, 
the B.I.S. no longer operates in sterling and other non- 
gold currencies. Nevertheless the B.LS. still plays an 
important if unobtrusive part in the conduct of the 
world’s monetary affairs. As the current report shows, 
it has during recent months co-operated in devising 
methods both of checking exchange speculation, and also 
of minimising the pressure which has developed from 
time to time upon certain of the gold bloc currencies. 
The fact that these measures were applied unobtrusively 
does not mean that they have not been efficacious. 

The report for the year ended March 31 last covers a 
lot of interesting ground. It bears witness to the 
moderate world recovery of the past few years and states 
that some progress has been made towards a restoration 
of stability. The rise in world commodity prices it 
attributes mainly to increased demand by consumers, 
although Government spending for armament purposes 
and fears of war have also played a part. Schemes for 
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the organised restriction of production of specific com- 
modities have not had much influence. 

The second section of the report deals with exchange 
fluctuations, price movements and foreign trade. It 
contains a description of the working of the British 
Exchange Equalisation Account, but this is rather brief 
and omits facts and deductions which for some time past 
have been well known in England. Obviously the writers 
of the report have had impressed upon them the need for 
caution. As regards price movements in the United 
States, Great Britain and France, the report quotes index 
numbers for the end of each year, and reaches the con- 
clusion that during 1935 the relative levels of costs and 
prices in France, Great Britain and the United States 
on the whole became adjusted to each other. This 
section of the report again demands further examination, 
for index numbers based solely on the end of 1934 and 
1935 give an entirely misleading picture of what has 
been happening. As the B.I.S. report admits, French 
wholesale prices were slightly higher at the end of 1935 
than at the end of 1934, and these incomplete statistics 
entirely ignore the fact that during the last haif of 1935 
both French wholesale prices and the French cost of living 
were definitely rising. This upward trend has also 
continued during the first few months of 1936. Hence 
while a better equilibrium between the three currencies 
may have existed at the end of 1935 than at the end of 
the previous year, there has certainly been a growing 
disequilibrium during the last half of 1935. This point 
was missed by the B.1.S. report. 

The next section deals with the supply and movement 
of gold, and in some ways this is the most interesting and 
valuable section of all. During 1935 the B.I.S. calculates 
world production of new gold at an amount of Sw. F'rs. 
3,287 millions. Sw. Frs. 572 millions were dishoarded by 
India and the Far East, but the year’s requirements of 
industry amounted to Sw. Frs. 160 millions. There thus 
became available during the year a net amount of Sw. 
Frs. 3,700 millions, which could have been used for 
monetary purposes. The actual increase in the world’s 
disclosed monetary gold stocks was only Sw. Frs. 1,700 
millions, so that Sw. Frs. 2,000 millions ‘‘ disappeared ” 
during the year either into private hoards or to the 
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undisclosed exchange funds of certain governments. The 
report implies that an appreciable part of this Sw. Frs. 
2,000 millions went into the British Exchange Equali- 
sation Account. 

This section contains further inferences regarding the 
British Exchange Equalisation Account. Net imports of 
gold into Great Britain during the year were valued at 
£70 millions, but most of this in our opinion probably 
represented foreign hoarding, for the Exchange Equali- 
sation Account acquired much of its gold through ear- 
marking in Paris. Sw. Frs. 2,000 millions of disappeared 
gold has the sterling value of approximately £130 millions, 
and any gold that was earmarked by the Bank of France 
for the benefit of the British Exchange Account would 
automatically come under this category of disappeared 
gold. Giving all these estimates due weight, it might be 
a fair guess that during the year the British Exchange 
Equalisation Account had added the best part of {100 
millions to its gold reserves. Incidentally during the 
calendar year 1935, tap issues of Treasury Bills were 
reduced by £150 millions. Allowing for possible absorp- 
tions of other British government securities by public 
departments it again appears not unreasonable to 
estimate the British Exchange Equalisation Account’s 
gold acquisitions during the year at nearly £100 millions. 

The next two sections deal with international short- 
term indebtedness and the trend of short-term and long- 
term interest rates. There is a useful chart illustrating 
the growth since 1932 in the sterling assets of the 
central banks of Australia, Egypt, India and South 
Africa. The progress made in the liquidation of Germany’s 
standstill commitments is also explained in a useful 
table. This table shows that total English credit lines 
were increased during 1935 by Rm. 28 millions, but it 
fails to explain how this has come about. Unfortunately 
this has given rise to the impression that British bankers 
were extending fresh credits to Germany, with the result 
that public opinion at home and abroad has been misled. 
Mr. Chamberlain’s reassurance in the House of Commons, 
followed by Mr. Beaumont Pease’s more categorical 
statement at the British Bankers’ Association’s annual 
dinner that the clearing banks have not granted fresh 
credits, has gone a long way to dispel this false impression, 
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and as we went to press it was followed by a detailed 
explanation issued by the joint committee of British 
short-term creditors. 

According to the statement, the original total of 
British standstill commitments in July, 1931, was {64-7 
millions. Up to the end of 1935 £15°5 millions had been 
finally repaid and a further {5-7 millions had been 
temporarily repaid, although the credit lines still remained 
open. During 1935 itself the total of used credits in- 
creased from {41-4 to £43-6 millions. About {1-8 
millions of this increase resulted from transfers from the 
German municipal standstill to the main agreement, 
while a change in the method of compiling the statistics 
involved the transfer to British account of a few credits 
granted by British banks, but previously included in the 
return of other countries. Re-availments of lines pre- 
viously repaid accounted for a sum of less than £200,000. 
Thus no fresh credit lines had been opened for Germany, 
and very little new use had been made of existing lines. 

An international report of this exhaustive character 
is bound to miss points of detail, and if we have appeared 
a trifle critical it is because we read the report more from 
the British than the international angle. We could wish 
that the B.I.S. was free to deal in sterling and its allied 
currencies, and we at times wonder if the B.I.S. does not 
possess a slight gold complex. Still equally we ourselves 
are predisposed in favour of sterling, and there is no 
doubt that as a centre for co-ordinating banking through- 
out during the past six troubled years the B.I.S. has per- 
formed invaluable work. If it has not been able to 
achieve more, its fault is not its own but that of the 
times into which it was born. 


Economic Nationalism and 
Monetary Policy 
By Lionel Robbins 


HERE is probably no question more frequently 
discussed by monetary experts than the question 
of how to maintain international monetary 
equilibrium. Stabilisation of the exchanges is one of the 
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outstanding issues of the day. But the question why 
this problem comes to exist is much less frequently 
discussed. There is some discussion of the genesis of 
the present instability. But the wider question why 
this instability should be international rather than 
interlocal, why there should be a problem of exchange 
between countries and not between counties is seldom 
raised at all. Yet if we can force ourselves to contem- 
plate so apparently academic an issue, there is much 
to be learned which is very relevant to our present 
perplexities. 

It is clear that there does exist a problem. We 
cannot take it for granted that purchases across the 
boundary of a sovereign state have a significance funda- 
mentally different from purchases across a_ local 
government boundary. We know that the prosperity of 
different counties in the same country often varies 
as widely as the prosperity of different countries. Yet 
when South Wales is depressed there is no problem of 
monetary transfer to London. When the Argentine 
is depressed, there is. There is surely a problem here. 
Why have we stability and absence of friction in the 
one case, instability and difficulty in the other? 

It is certainly not because of differences in mobility 
of labour. The classical economists distinguished inter- 
national from domestic trade on the ground that within 
political areas labour was free to move from one industry 
to another, whereas between them it was not. This 
may or may not have been sensible for their particular 
purposes, but it has no relevance to the problem of 
monetary transfer. Labour is not so mobile as between 
London and South Wales as to equalise out any 
differences of prosperity within the period in which 
monetary transfer has to be made. Yet there has 
been no breakdown of the exchanges with South Wales 
and there has been with the Argentine. 

There are some who would be inclined to attribute 
the difference to tariffs. Countries are surrounded by 
tariff barriers. Counties are not. No doubt tariffs 
render more difficult the exchange of goods. If they are 
suddenly raised they necessitate readjustments of prices 
and incomes which in countries with independent bank- 
ing systems may be hard to bring about. But it is 
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difficult to believe that tariffs, as such, are the condition 
for the existence of a problem of international monetary 
transfer. So long as the present banking structure 
persists, it does not seem that the erection of even high 
local octrois against the produce of South Wales would 
create monetary difficulties—any more than the rising 
of local costs of transport. The depression in South 
Wales (and elsewhere) would be greater. That is all. 

Is it then the existence of different kinds of money 
which is responsible for the difficulty? It is clear that 
where monies of different denominations exist in different 
areas there exists the necessity of money-changing 
arrangements in order that inter-local purchases may 
take place. But this is not necessarily a very important 
complication. If the media of exchange in the different 
countries are composed of the same metal and if they 
are minted on demand and freely meltable, the fact 
that they are of different weights is a minor accident 
incapable of giving rise to serious difficulties. If owing to 
changes in demand or supply, the stream of purchases is 
greater in one direction than in the other there is simply 
a redistribution of gold. The different coins or bars 
will continue to exchange at rates determined by their 
respective weights and technical qualities. 

It seems therefore as if the difference that exists 
between local and national transfer must be due to 
differences in banking structure. And there can be no 
doubt that in a sense this is true. The fact that within 
a common political area there often exists a single 
reserve banking structure, whereas between areas there 
are no reserves in common, does clearly complicate 
the business of transfer considerably. Transfer from 
one branch to another of a single bank involves an 
automatic off-setting of equal amounts of purchasing 
power. Transfer from one reserve system to another 
does not necessarily have this effect. 

But this does not really get to the root of the matter. 
For, as is well known, techniques are available whereby 
transfer between different reserve systems can be har- 
moniously adjusted. The position as between reserve 
systems in different countries need not differ con- 
spicuously from the position as between different branch 
banking systems in the same country. So long as 
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arrangements exist whereby transfers from one system 
to another do not cause net additions to or subtractions 
from the total credit available in the whole area, no 
“problem ”’ of transfer arises. 

The “problem” really arises only where such 
arrangements do not exist or where their efficient working 
is frustrated by other influences. It is here that the 
political division of the world into different sovereign 
states has been all-important. If the world had been 
united into one federal state, no doubt there would have 
still remained banking problems of great importance. 
But it is fairly safe to say that the “ problem ”’ of transfer 
and inter-local equilibrium in the form in which we 
know it to-day, would not be one of them. 

This political factor has operated in a number of 
ways. In the first place, since banks in different states 
are subject to different laws, it has at once limited the 
spread of international banking institutions and fostered 
the growth of national reserve systems. As we have 
seen, the existence of local reserve systems, in itself creates 
no special technical problem. But when the area of the 
local reserve system runs parallel with the area of political 
sovereignty, there is great danger that, when strain 
arises, the authorities of the system will be prevented 
from taking the action which is necessary if equilibrium 
is to be preserved. The area of strain will be coterminous 
with an area of administrative discretion. And the 
probability is that discretion will be exercised. 

We can see this well if we revert to our Welsh 
example. Fortunately for the stability of economic 
life within the United Kingdom, South Wales is part 
of a unified area. When, therefore, the state of the 
balance of payments between South Wales and the rest 
of the country implies a diminution of purchasing power 
in South Wales the process is quite automatic. Deposits 
in South Wales run down. Deposits elsewhere increase. 
In existing conditions this takes place whether the 
banks in South Wales are branches of a larger system 
or not. There may be bankruptcies in South Wales. 
Even local banks, if such existed, might go under. But 
of a permanent transfer difficulty, or a permanent 
difference between the value of a pound in South Wales 
and elsewhere, there is no question. 
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But consider what would almost certainly have 
been the case if South Wales had been an inde- 
pendent sovereign state with a separate central bank 
and governmental control of monetary policy. As 
conditions in South Wales worsened, we should have 
heard of strain on the exchanges. The central bank 
would certainly have been prevented from taking the 
measures necessary to keep in line with London. 
Monetary conditions would get cumulatively worse. 
There would be a crisis in which gold payments 
would be suspended; after which there would supervene 
a period of rigid exchange control (and consequent 
worsening of conditions generally) or fluctuating Welsh 
exchanges. Hordes of “ experts’’ would travel down 
to Wales to diagnose the cause of the disaster and would 
no doubt ascribe it to every possible circumstance save 
the one that was obviously responsible; the inability 
of a banking system subject to political pressure to 
take steps to keep in equilibrium. 

It is not only by preventing adaptation to change 
that political pressure can prevent single reserve systems 
from keeping in step with the rest of the world. It can 
also bring about divergencies from equilibrium by 
enforcing the initiation of local credit policies which 
are incompatible with international equilibrium. If 
the government of a certain area imposes upon the 
banks under its jurisdiction a policy of credit expansion 
at a time when the local position in the international 
dealing offers no scope for such expansion, then 
the international equilibrium is_ ruptured. The 
“problem ’’ of maintaining international equilibrium 
arises. It is clearly a problem which cannot be solved. 

Now this is not a hypothetical situation, devised for 
the purpose of elucidating abstract theories. It is 
surely the position of the majority of central banks in 
the modern world as we know it. They are being asked 
to serve two masters. They are being asked at once 
to maintain equilibrium between their system and the 
rest of the world, and they are being asked to promote 
the aims of local economic policy—rearmament, public 
works, cheap credits to agriculture, etc. And the 
‘problem ”’ is insoluble. The thing cannot be done. 
Hence exchange controls, fluctuating exchanges, bilateral 
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clearing, control of foreign investment and a host of 
other measures, the only logical conclusion of which 
must be to reduce the international connections of the 
different national systems to zero or to barter transac- 
tions. 

The fact is that in monetary matters, as in almost 
everything else save political emotions, the world 
has outgrown the limitations of national boundaries. 
And when the political organisation of one part of 
the world attempts to carry through broad economic 
policies out of step with others, inevitably strains 
develop. It is as though it were attempting to work 
a single machine with the different operatives trying 
to make it do different things. The machine just 
breaks down. The break-down is particularly obvious 
where local policies are in conflict in the sphere 
of money. For of all organs of the economic system, 
finance is the most completely international in character. 
Other kinds of economic nationalism may be pursued 
with comparatively slow reactions for comparatively 
long periods. But economic nationalism in the sphere 
of finance brings a sharp reaction almost immediately. 
It is either one thing or the other here. Either you 
are working towards an international system or you 
are working towards isolationism and international 
anarchy. There is no permanent half-way house. 

The moral of all this is clear, though it is not con- 
ducive to optimism. If we desire international stability 
and the extension of the obvious advantages of the 
conditions of the home market (unimpeded monetary 
transfer) to the surface of the entire planet, then we 
must view with the gravest apprehension the tendency 
of recent legislation in different parts of the world to 
bring central banks more and more under the 
direct influence of governments. The tendency of the 
twenties to remove such institutions from the sphere of 
politics was right. The tendency of the thirties to bring 
them back is wrong. We are simply deceiving ourselves 
if we think that the intrusion of local politics into the 
business of banking is, from the international point of 
view, anything but a wholly retrograde step. 
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Prospects of International Banking 


By Paul Einzig 
PINION is sharply divided in banking circles 
() regarding the prospects of international banking. 
According to the extreme optimists, sooner or 
later the conditions prevailing before 1931 will return. 
A well-known banker is said to have remarked recently 
that the increase of the volume of international accept- 
ances to its pre-crisis level was a mere question of time. 
Many issuing houses regard the present embargo on 
foreign loans in London and other foreign centres as 
purely temporary, and entertain hopes that before very 
long the issue of foreign government loans will once more 
become their chief source of earnings. The.removal of 
exchange restrictions, the increase in the volume of 
foreign trade and, last but not-least, the disappearance 
of the various Exchange Equalisation Accounts after 
stabilisation is expected by many people to lead to an 
increase in the volume of foreign exchange business. 
According to the extreme pessimists, on the other hand, 
international banking is a matter of the past. They 
have given up hope of an increase in the volume of 
foreign trade; indeed, they foresee a gradual shrinkage 
as a result of the increase of economic nationalism. 
Consequently, they have given up hope of a revival of 
acceptance and foreign exchange business, nor do they 
expect a removal of restrictions on long-term lending 
abroad. To their mind, international banking is a 
hopeless proposition with no prospects for a better 
future. 

There is, of course, a happy medium between the two 
extreme views. Admittedly, the outlook for the imme- 
diate future is anything but promising. International 
monetary stabilisation and the removal or relaxation of 
trade barriers and exchange restrictions, are still a 
long way off. Before that stage of development is 
reached, the chances are that the obstacles to free 
international, financial and commercial intercourse will 
be increased rather than reduced. The struggle of the 
gold bloc to avoid devaluation is likely to continue for 
some time, and will lead to new restrictions on capital 
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movements, speculation, and imports. The interna- 
tional political tension is also anything but helpful for the 
revival of international trade and finance. Taking a 
short view, the pessimists are undoubtedly right. Inter- 
national banking business is likely to fall further within 
the next few months; at any rate, it cannot be expected 
to increase materially. 

Taking a longer view, however, the pessimism of 
those who believe that the future holds out no prospects 
for international banking is distinctly exaggerated. For, 
there can be no doubt that after the stabilisation of 
currencies there will be a revival of foreign trade and 
finance, even if it is hardly reasonable to expect it to 
return to the level of 1931. All restrictions to commercial 
and financial intercourse will not be completely removed, 
but many of them will be relaxed or abolished. It is 
true that on the occasion of the next crisis the new types 
of restrictions will be applied to a high degree. But 
before that there will be a period of comparative freedom, 
during which international banking stands a chance of 
expanding. 

Thinking in terms of years, it is reasonable to envisage 
a material rise in the volume of acceptance credits. It 
is a mistake, however, to expect a return to the pre-crisis 
volume. There is not the least likelihood of a rise in 
the volume of foreign trade to the pre-crisis level. To 
some extent at any rate the adoption of restrictions has 
led to the development of national industries which will 
be defended against foreign competition. Most countries 
are now more self-supporting than they were five years 
ago; and they are likely to remain to some extent more 
self-supporting. It also remains to be seen whether 
world prices will rise to their old level, without which 
even the same volume of foreign trade would require a 
smaller volume of financing. There will not be enough 
acceptance business to keep the existing organisations in 
various financial centres fully occupied. The question is, 
will there be the same cut-throat competition for the 
reduced volume of business as there was, prior to 1931, 
for the larger volume? If so, the small volume of 
business will have to be shared by too many, and the 
margin of profit will be kept narrow by keen competition. 
Fortunately, there is reason to expect the elimination 
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of at least some of the competitors. Paris and New 
York, and possibly even Switzerland, having learnt 
from the experience of 1931, are likely to be less keen on 
competing for acceptance credits than they were in the 
old days. Even in London itself, there is likely to be 
less competition. Some of the banks which were 
formerly engaged in acceptance business, have abandoned 
that sphere of activity, and are not likely to resume it 
again. Other acceptance houses have disappeared or are 
likely to disappear through amalgamation or liquidation. 
Nor are the joint-stock banks ever likely to be as keen 
competitors at unremunerative rates as they were before 
the crisis. Moreover, some of the acceptance houses 
have taken up the development of the inland bill, and 
may be able to keep themselves reasonably occupied in 
the sphere of domestic banking. The process of reducing 
competition will have admittedly to proceed much 
further before compensating for the permanent fall in 
the volume of business. The chances are, however, 
that before many years there will be other amalgamations 
or iiquidations. 

What is true about acceptance business holds good 
also concerning foreign exchange business. In this 
respect too, part of the over-developed organisation will 
have to be liquidated so as to secure a reasonable degree 
of employment for the remaining dealers and brokers. 
Possibly the fall in the currencies of the gold bloc may 
lead to a temporary increase in the volume of foreign 
exchange business, but after stabilisation its total is 
likely to fall considerably short of the volume during the 
period of 1925-31. 

The chances are the least favourable for the 
resumption of long-term lending on a large scale. Un- 
questionably, foreign lending will not in the long run 
remain at the present low level. But there is no 
likelihood for the return of the feverish issuing activity 
that characterised the post-war period, or the pre-war 
period. The whole conception towards lending abroad 
seems to have undergone a fundamental change of a 
lasting character. From this point of view the recent 
establishment of a Foreign Loans Control Committee 
under the chairmanship of Lord Kennet is of the utmost 
significance. 
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There is every reason to regard the Committee as a 
permanent institution. Even though the chances are 
that in the course of time it will, if circumstances permit, 
adopt a more liberal attitude towards applications for the 
issue of overseas loans, the fact remains that foreign 
lending activity will be permanently under control and 
subject to special permission. Apparently, the concep- 
tion that it is safe to lend abroad freely, as in the long 
run the proceeds of the loan will be taken in the form of 
goods, has been discarded, in the same way as the 
conception that it is safe to import freely in the hope of a 
corresponding increase of exports was abandoned in 1931. 
To judge by the terms of reference of the Committee, 
its task will be to limit the volume of foreign lending in 
accordance with the requirements of exchange stability. 
The necessity for such precautions will be, if anything, 
stronger after the return of the gold standard, for then 
overlending will not be able to find its corrective through 
a depreciation. Thus, even after the general stabilisa- 
tion of currencies, there is no likelihood of a sudden and 
substantial increase of foreign lending. Such increase 
as will occur in the long run will come gradually as and 
when confidence in the stability of the currency is 
re-established. Even then, the volume of lending will 
be limited to that of the estimated surplus available 
for that purpose. The authorities are not likely to take 
chances by lending first and hoping for the best that a 
surplus will subsequently arise. 

Nor is the experience of the last few years exactly 
encouraging for the investor to take an interest in foreign 
loans. The relatively small volume of resources avail- 
able for that purpose will be reserved for debtors whose 
record during the crisis was satisfactory. In many 
cases, however, these debtors are themselves not keen 
on increasing their foreign indebtedness. International 
political considerations will also rule out some otherwise 
eligible borrowers. 

Allowing for all these considerations, it is reasonable 
to conclude that, while international banking activity 
will never rise to its pre-crisis level—at any rate not 
during the lifetime of our generation—there will be 
ample scope for a reduced number of banks engaged in 
international banking activity. In most countries the 
R 
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process of elimination went much further than in Great 
Britain, so that the total number of banks competing for 
the reduced volume of business will be materially smaller. 
Apart from this, some countries at any rate have realised 
to their cost that the possession of an international 
banking centre is by no means an unmixed blessing. 
They will therefore no longer covet London’s position 
and will no longer endeavour at all costs to develop 
rival centres. In the absence of such ambitions, the 
chances are that the international banking apparatus, 
under London’s expert leadership, will work better, to 
the benefit of all concerned. 


A Revision of the Theory of 
Forward Exchanges 
By W. W. Syrett 


HERE a forward exchange rate is quoted at 
parity with a spot rate the two coincide and no 


margin of gain or loss accrues to buyer or seller 
of the forward. When forward is quoted at a Premium 
or Discount, the buyer finds it dearer or cheaper respec- 
tively to purchase forward. The margin between spot 
and forward rates is called the “‘ swap ”’ margin, reflecting 
the exchange dealer’s method of selling the one against 
a simultaneous purchase of the other. 

The theory normally advanced to account for the 
swap margin is that while at any particular time an 
actual quotation in the market will reflect conditions of 
supply and demand, there are essential limiting influences. 

First there is the Interest Factor. Bankers who supply 
the market will be willing to transfer funds to a centre 
showing a higher yield of interest earned on deposited 
funds. Thus a gain in interest would be reflected by a 
discount on forward exchange: if a foreign centre pays 
a higher deposit rate than is earned at home, then, we 
are told, the discount on forward will tend to reflect the 
difference between the interest rates ruling. 

On the other hand, if interest rates are higher at home, 
bankers are the more willing sellers of spot and buyers of 
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forward in order to bring funds home and earn higher 
returns. Thus forward is at a premium which tends to 
reflect the interest difference. 

Next there are Limitations imposed by Shecte 
Points : normally, when two currencies are on gold, the 
outright forward rate (spot plus discount, or spot minus 
premium) should keep within the specie points, otherwise 
a profit will be made by entering on a forward transaction 
and eventually transferring bullion. 

Then there is The Speculative Factor: exchange 
speculators tend to sell forward any currency which they 
expect to depreciate or to buy forward one which they 
anticipate will improve in value. Inflation is supposed 
to lead to a predominance of “ Bears’’ and deflation a 
predominance of “ Bulls.”” At any particular time the 
volume of speculative operations may be so great as to 
outweigh the more normal influences and produce a 
premium or discount out of proportion to interest 
differences. 

The theory which I have summarised arose under 
conditions now long passed; the third explanation has 
been added, in more recent textbooks, to the older ideas, 
so that the presentation of the three gives a patchwork 
effect, containing only a partial explanation. Neverthe- 
less the whole phenomenon of the swap margin can be 
accounted for in one coherent theory. 

We are at present in a phase where the movement of 
short-term capital plays a more important part in 
exchange movements than commercial demand and 
supply. To some extent the ‘“‘ Exchange Control ” 
off-sets the effects on spot exchange, but the forward 
exchange market has not so far been subjected to control 
operations. At the same time economic nationalism has 
developed, with the tendency for more and more quotas, 
tariffs and exchange restrictions to be imposed. An 
attempt has been made to protect home markets from 
the influence of the competition of divergent price-systems 
in other countries. In fact, the reversion to Purchasing 
Power Parity has been delayed for longer and longer 
periods. 

Under these conditions bankers are no longer willing to 
transfer funds to any centre with higher interest rates; 
in so far as the higher rate reflects lack of confidence in 

R2 
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the foreign country concerned, they are Jess willing to do 
so. Nevertheless we find in practice that the forward 
discount reflects more than the interest difference, as was 
shown in an article ‘‘ Bank Rate and Forward Exchange ”’ 
in the February issue of THE BANKER. 

The predominant influence in forward exchange now 
is the “ credit-worthiness ”’ of different financial centres. 
If a country has a sound government, currency and 
banking system (as in our own case) there is little 
tendency for nationals of the country to buy foreign 
currency as a speculation or flight of capital or as cover 
for any anticipated loss of income from investments. 
When the government or banking system is weak there is 
every incentive to purchase foreign currency or gold, 
for security and liquidity becomes the main consideration. 
Where there is a weakness in the credit system a high 
interest rate will emerge, together with a depreciation of 
both spot and forward exchange. The depreciation will 
usually be greatest in the forward rate. Speculators will 
not be in possession of sufficient liquid funds to buy all 
they would like of foreign currency spot. If they are of 
the rentier class they hold investments which they are 
loth to sell at depreciated levels; if they are pure 
gamblers they will be loth to put up more than a margin. 

Now when the credit-worthiness of a foreign centre 
is open to doubt, it is usually because the currency of 
that country is overvalued, that is, home prices are too 
high in relation to world prices and the foreign exchange. 
Traders will therefore tend to import foreign goods, 
and their nervousness regarding the home monetary 
position will induce them to cover their exchange forward 
so soon as they have fixed the contract for the goods. 
Thus the forward exchange rates in that centre tend to 
move to a discount against the home currency. 

Conversely, when a currency is undervalued, trade in 
that country will be active, and its stability will not be 
open to question. Instead there will be a good demand for 
its products from importers in other countries, for under- 
valuation means that that country’s goods are cheap in 
comparison with those of other countries. This will 
stimulate a commercial demand for forward exchange, 
and so forward rates will move to a premium in favour of 


that country’s currency. 
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This links up with the theory of purchasing power 
parity. It is common knowledge that purchasing power 
parity cannot be calculated accurately, but any wide 
divergence of the quoted exchange rates from the purchas- 
ing power parity usually becomes obvious. The general 
rule I wish to put forward is that : 

The swap margin between spot and forward rates 
normally reflects the tendency of a currency to revert to tts 
purchasing power parity. Or the forward rate will usually 
lie between the spot rate and the purchasing power parity. 

In recent years a number of outstanding examples 
have presented themselves. Thus when the French 
franc was stabilised de facto in 1926-28 at Frs. 120 to the 
(then gold) pound, the purchasing power parity was 
certainly not far from the same level. De jure stabilisa- 
tion at Frs. 124-2134 undervalued the franc deliberately 
by at least 3 per cent., and a period followed when the 
price level in France rose gradually; the forward franc 
over this period was quoted at a premium which decreased 
as the price level rose. 

Prior to the Belgian devaluation the forward Belga 
was at a discount, reflecting the overvaluation of the 
currency ; it will be remembered that Belgium attempted 
to deflate and thus reduce prices to purchasing power 
parity, a policy which proved impossible to achieve. 
After the eventual devaluation by 28 per cent. the spot 
exchange rate moved to a level at which the currency 
was slightly undervalued, and the forward exchange 
moved to a small premium. 

The best example is, possibly, the state of the United 
States exchanges after the devaluation of the dollar to 
59°06 per cent. of its former gold content. A condition 
by which the dollar became undervalued was deliberately 
set up, and this was reflected by a forward premium 
against the pound. Further, the period of undervaluation 
was prolonged in face of the tendency of the exchange 
rates to revert to the purchasing power parity by President 
Roosevelt’s silver-buying programme, and therefore the 
premium on forward dollars persists to this day. It 
would obviously be absurd to base any theory at this 
point on interest differences, since it has been possible 
on many recent occasions for British banks to remove 
funds from London where they were earning } to } per 
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cent. per annum and, by buying spot against selling 
forward dollars, to gain a swap margin amounting to 
? to I per cent. per annum—in other words to borrow 
dollars at a negative rate of interest. The premium on 
forward dollars can only indicate an undervaluation 
of the dollar. 

The broad theory I have enunciated does not depend 
upon whether or not one or more of the currencies 
concerned are linked to gold. In some of the examples 
I have cited, at least one of the currencies was on gold, 
but the theory equally applies to paper exchanges. The 
main difficulty is when there is not enough forward busi- 
ness to make a market or to provide a true rate. In the 
case of the Australasian exchanges forward rates are 
a matter of individual negotiation, whilst as between 
London and the other members of the sterling bloc, and 
particularly the Scandinavian group, the forwards remain 
very close to par. This reflects a fairly close agreement 
between current spot rates and purchasing power parities. 

To summarise from the theoretical expectation and 
the practical examples, the forward discount reflects 
an overvaluation, and the forward premium an under- 
valuation, in the spot quotation. It is not pretended that 
there is any quantitative connection, since I am concerned 
with a mere tendency; neither can any conclusion be 
drawn from a gambler’s market at any time, so that 
in so far as the market is wrong at that particular time, 
the quotation may be misleading. But with these 
reservations I suggest that my general rule holds good, 
and that it provides a better explanation than those 
which have hitherto been advanced. 


Bankers and Insane Persons 


By A. V. Barber 


HE Mental Treatment Act of 1930 introduced more 

humane methods for dealing with insane persons, 

which were based largely upon the recommenda- 

tions of the Royal Commission on Lunacy and Mental 
Disorder of 1926. 

Previously procedure was determined by the Lunacy 
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Act of 1890 and the somewhat draconic rules therein laid 
down, although these were modified subsequently from 
time to time. 

The governing Act of 1890 provided that all persons 
of unsound mind must be certified; every individual is 
either a lunatic or sane. This crude distinction, long 
abandoned by the medical profession, had become 
unacceptable to public opinion. Modern psychiatry 
recognizes gradations in mental health. No one feels 
that the terrible stigma of lunacy should be attached to 
persons suffering from temporary aberrations, delusions 
and other comparatively slight mental affections. Indeed 
there are many persons who are conscious of their ailment 
and are prepared under suitable conditions to submit 
voluntarily to temporary treatment and detention. 

Under the new 1930 Act every provision is made for 
this more enlightened conception. The offending word 
“lunatic” with its associations with medizval super- 
stition is abolished, except in the phrase “ criminal 
lunatic ’ and, by a curious inconsistency, “ in relation to 
persons detained as lunatics outside England.” The 
sharp line of division between sanity and insanity is thus 
removed by Statute, and with it much of the opportunity 
for criminal abuses which were often possible under the 
hard and fast provisions of the old lunacy laws. 

Insane persons may now be classified conveniently as 
follows : 

(rt) Persons certified as insane, and incapable of 
managing themselves or their affairs. 

(2) Persons not so certified, who are none the less 
recognized as temporarily of unsound mind. 

From another standpoint, however, insane persons 
must be classified as : 

(2) Involuntary mental patients, and 
(0) Voluntary mental patients. 

It is inevitable that such refined methods, highly 
desirable in themselves, import problems in connection 
with all contractual relations, but more particularly is 
this the case between the customer who is mentally unfit 
and his or her banker. Formerly the banker had to 
decide whether his customer was a lunatic or sane. 
Not without some difficulty in many instances, he could 
usually arrive at a plain answer to the question as to 
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whether a person is or is not capable of managing his 
affairs, and a provision under the 1890 Act by which a 
person might be certified as capable of managing himself 
but not his affairs was helpful in many border-line cases. 

Now the banker has three classes to deal with, viz: 

(i) Sane persons. 

(ii) Persons certified to be of unsound mind, and 

(iii) An intermediate class of persons who are 
recognized to be of unsound mind, but for whose 
recognition and classification no guiding lines are 
laid down. 

The new problem for the banker is in the responsibility 
imposed upon him of deciding for himself as to the mental 
capacity of this intermediate class for the purpose of 
contractual relations. 

With certified cases, which are equivalent to “ luna- 
tics ’’ under the Act of 1890, the fact of certification itself 
makes the banker’s course perfectly clear. Upon receipt 
of notice of insanity which is thus provided for, the 
banker should stop the account and return unpaid all 
cheques thereafter presented, though he is entitled to 
debit the account with all cheques presented and paid 
before such notice is received. 

The estate and person of an insane person has from 
very early times come into the care and custody of the 
Crown. Under the Lunacy Act of 1890 this jurisdiction 
was vested in the Lord Chancellor or in a Judge of the 
High Court, called the Judge in Lunacy. Under the 
Judge in Lunacy are certain officers called the Masters 
in Lunacy, who hold inquiries into cases on insanity and 
perform certain other duties laid down by the Act. The 
jurisdiction of this Court extends not only to persons 
certified insane by inquisition (i.e. after formal inquiry), 
but to all persons who the Court is satisfied are of unsound 
mind. 

The Court usually appoints a Receiver or a Committee* 
of the Estate, whose task it is to administer it on behalf 
of the insane person under the direction of the Masters in 
Lunacy, and the banker will suspend all operations on 
the account until he is notified of such appointment. 

This rule is subject to an exception to which reference 


* Note.—In Scotland, Judical Factor. 
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will be made later, and under which the banker may 
continue to allow payment of reasonable sums out of the 
estate for the purpose of preventing hardship being caused 
to the relatives of his customer. 

The means by which the banker can decide upon the 
proper action to be taken in regard to the intermediate 
class from personal observation or “‘ for any other reason ”’ 
must necessarily vary with circumstances. His duty is 
to communicate with the Management and Adminis- 
tration Department at the Royal Courts of Justice, and 
it is the function of this Department to give a ruling 
according to the circumstances of each individual case. 
However helpful and efficient the authorities may be, the 
banker cannot evade responsibility. Before any ruling 
can possibly be given he is confronted with the problem 
whether or not to allow operations on the account of a 
customer whom, for one reason or another, he suspects 
to be of unsound mind, although with nothing definite to 
guide him to that conclusion, such as certification. 
Cheques will be presented for payment either through the 
clearing, over the counter by a third party, or by the 
customer himself for encashment, which must either be 
met or refused payment out of hand. 

The problem, too, is not so much whether the customer 
is insane as whether the banker has any means by which 
he can know him to be insane. To form a decision in 
such cases, he must rely upon his own judgment of the 
customer’s capacity. Evidence may take various forms, 
such as a report in a respectable newspaper or an anony- 
mous telephone message. In the first case, he would 
feel reasonably certain that his customer was of unsound 
mind, while in the second he would require confirmation. 
Through the numerous ways in which intimations may 
be given, guiding lines are sadly lacking. The production 
of a certificate by two doctors to the effect that a customer 
is insane would probably justify stopping the account, 
but to act on mere hearsay information would be risky, 
although information which may reasonably be regarded 
as reliable may not be ignored. What, then, is such 
information ? 

Indeed, the banker is on the horns of a dilemma. He 
must choose between “‘ being held to have debited the 
account of an insane person without adequate authority ”’ 
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and “ unjustifiably dishonouring a customer’s cheque,” 
and thus running the risk of an action for breach of 
contract. Against the first charge a banker’s defence 
would be valid if he could prove that he could not be 
vested with knowledge of his customer’s insanity; but 
if it were held that certain evidence which could be 
defined as ‘“‘ express or constructive’”’ had come to his 
notice, and had been ignored, this defence might fail, 
for when insanity is brought to the banker’s notice, 
cheques will be honoured at his own risk although no 
proceedings in lunacy have been taken. (Drew v. Nunn, 
1879.) 

‘tn this connection the case of Beavan v. Mcdonald is 
instructive. It was held that an action will lie torecover 
money paid under a contract made by an insane person if, 
at the time, the plaintiff's insanity was known to the 
defendant; and in such an action evidence will be 
admissible of the plaintiff’s conduct on various occasions, 
to show that his malady was such as would make itself 
apparent. Accordingly, the banker ought to know from 
his customer’s conduct that he is of unsound mind and, 
in consequence, he should stop all operations on the 
account. 

Obviously behaviour is an extremely unsatisfactory 
criterion of sanity. 

Psychiatry is not a subject in the syllabus of the 
examination for the Institute of Bankers, and even if it 
were, the opinion of a bank clerk as to the customer’s 
mental condition, formed upon superficial observation, 
would not be regarded as reliable, at any rate by the 
medical profession. 

Eccentricity is often a characteristic of persons of 
intellectual capacity. The unbusiness-like behaviour of 
many a savant may well give rise to doubts in the mind 
of a conscientious bank official. Even what may appear 
undoubted proof, such as the conduct of a person who 
divests himself of all his clothing in a banking hall, may 
prove afterwards to be the normal ritual of the honoured 
President of a Nudist Colony, while a Judge might hold 
that such an action warranted notice ! 

Yet, if a banker dishonours his customer’s cheque in 
the belief that he is of unsound mind, he incurs action, 
not only for breach of contract, but for defamation of 
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character through wrongly giving others the impression 
that his customer is insane. 

In this connection it will be seen that there is scope 
for fraud. News of a customer’s sanity may emanate 
from a quarter interested in establishing that insanity; 
it might even come from the customer himself, with the 
ultimate intent of suing the bank for damages. 

Enough has been said to indicate the unsatisfactory 
nature of the present position. All that a banker can do 
in doubtful cases is to back his opinion and to hope for the 
best. He will, of course, employ every possible means 
of verification when he receives any intimation of insanity. 
He will assess the reliability of various forms of intimation, 
but it is the gap between extreme cases—between 
certification or a reliable newspaper report at one end, 
and at the other extreme eccentricity of conduct or 
unsupported hearsay—that the difficulty lies and some 
classification by Statute is called for. 

Such might be evolved from the legal principle that 
no transactions are binding upon any person whose mind 
“did not go with the act.” This principle, which 
cancels any contract entered into in such circumstances, 
is not confined to cases of mental incapacity. For 
instance, a married woman entering into a joint and 
several promissory note with her husband might, up to 
lately at all events, have been relieved of liability if it 
could be proved that she was unaware that her action 
was binding upon her estate; while the attestation of her 
signature by a solicitor or some responsible person to the 
effect that the nature of her undertaking had been duly 
explained to her would undoubtedly render the document 
operative. 

The application of this principle to a tightening up of 
the law would serve both to guide the banker to a clear 
course of action in doubtful cases and to mitigate any 
possible damage to the customer. His instructions, 
whether by cheque or otherwise, might be submitted for 
signed confirmation by a responsible third party before 
action in all cases where, and upon the grounds that, the 
bank had reason to doubt that the mind of the customer 
went ‘‘ with the act,’’ and an attempt should be made to 
give a legal definition of such reasons. 

The banker’s reply “ signature requires confirmation ” 
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on returning a cheque should be regarded as no more 
damaging than that of “ signature requires verification.”’ 

There should be some relief afforded, and possibly by 
the same means, in the difficult predicament of the banker 
when, as provided for under the 1930 Act, Clause I (5), 
a voluntary patient leaves an institution of his own 
accord. The Clause reads as follows : 

“Any person received as a voluntary patient 
under this section may leave the institution, 
hospital, home or place upon giving to the person in 
charge seventy-two hours’ notice in writing of his 
intention to do so, or if he is a person under the age 
of sixteen upon such notice being given by his 
parent or guardian.”’ 

The result of this provision is that at any moment a 
person hitherto regarded as mentally unfit may appear 
in a bank and require to enter into some transaction, 
such as withdrawing a sum of money. The banker 
may have no means of knowing whether the mental 
condition of his customer would justify him in acting 
upon his instructions. 

Again, suggested legislation might help to mitigate 
such a difficulty by the stipulation that under such cir- 
cumstances the customer’s signature should require 
verification. Also, further powers might well be vested 
in uncertified cases in the Management and Administra- 
tion Department, whose jurisdiction is at present limited 
and, in any case, subject to the delay of investigation. 
Possibly, too, it might be stipulated that a proper medical 
certificate should be required, even by a voluntary patient, 
before he resumed contractual dealings, notwithstanding 
that the objection to this course is that it leaves open the 
suggestion of the possible stigma of mental incapacity, 
which the Act seeks to remove. 

A further important problem which confronts the 
banker is the best manner of dealing with the inter- 
mediate or uncertified class of mental case once he is 
satisfied as to temporary mental deficiency. 

It is probable that most bankers solve this dilemma by 
arrangement with the relatives and the medical attendant, 
and gauge the risk of bad faith. An account of some near 
relative will be opened in connection with which a 
statement should be taken that it is to be operated upon 
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only for the purpose of supplying the patient’s reasonable 
needs. A medical certificate should be required from the 
doctor actually in attendance, which should be a protec- 
tion from the possibly evil consequences of the return of 
any cheque drawn by the patient. If the patient 
recovers and refuses to confirm the action of the relative 
by adjusting the overdraft, legal protection is available. 

An advantage of opening a separate account rather 
than allowing operations on the account of the patient 
is that the personal responsibility of the party in whose 
name the account is opened is thus imported, and if his 
credit is not strong enough to justify the necessary 
overdraft a guarantee by a more substantial relative may 
be sought. 

Where the bank allows the third party to operate 
upon the patient’s own account, its legal protection in 
advancing money for the payment of legal debts properly 
payable is indicated in the case of Beavan, Davis Banks 
& Co. v. Beavan (1912) I Ch. 196. A customer had be- 
come of unsound mind; his son arranged to continue the 
banking account and to draw upon it for household 
purposes, etc. At the death of the lunatic the bank 
claimed as creditors for the amount of the overdraft 
which included the usual bank charges for interest and 
commission. It was decided that the bank was not a 
creditor of the lunatic’s estate, but was entitled under the 
doctrine of subrogation to stand in the shoes of the 
creditors paid by the son by means of the banking 
account. The bank was not entitled to prove for interest, 
commission or bank charges. 

A judicial opinion of value which does not appear to 
have been cited in any text-book is that of Lopes L.J. 
In re Rhodes 1890, for it is equally useful in support of 
the procedure by which a banker opens an account in the 
name of a relative and advances necessary sums thereon. 

According to the Judge, “‘ if a person finds necessaries 
for a lunatic and intends to be repaid for so doing, and to 
institute a debt against the lunatic, I do not doubt that 
the law implies an obligation on the part of the lunatic’s 
estate to repay the amount spent on such necessaries.”’ 

Presumably, then, the relative should be able to 
recoup himself from the account of a mental patient for 
necessaries and the banker may rely upon the relative’s 
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responsibility for the necessary charges and any interest 
incurred upon his own account, after making full allow- 
ance as a set-off up to the balance standing to the credit 
of the patient. 

To open an account in the name of a near relative and 
to obtain a certificate from the medical attendant is 
probably the most practical and convenient method of 
dealing with such cases, in view of the legal opinions 
quoted. Legislation might, however, provide that a 
person operating a banking account for the benefit of a 
mental patient should submit the pass-book or statement 
with the necessary details to the proper department in 
order to ensure so far as possible that the money had been 
properly spent to meet the patient’s needs, to remove 
doubt as to expenditure upon necessaries, and thus to 
enable the relative to recover from the estate. 

Several lines have been indicated upon which, once 
the difficult position in which bankers are placed is 
appreciated by the legislature, some form of statutory 
protection—even if incomplete—would be welcomed by 
the banking community in a matter in which, in the 
present state of the Law, much doubt exists and guidance 
is clearly needed. 


Compulsory Insurance 


By D. E. W. Gibb 


N 1930 the Government passed a Road Traffic Act 
I which laid down a number of regulations for the control 
of motor traffic, and imposed on motorists the duty 

of insuring against certain third-party liability. It was 
an important Act in many ways, and in no way more 
important than in this, that it created several new 
offences for which a law-breaker might be punished, and 
attached them not to ordinary criminal acts but to civil 
behaviour with which hitherto the criminal law had not 
concerned itself. To the layman it would seem obvious 
that an Act of this kind called for specially careful 
draftsmanship, and that whoever took upon himself 
the duty of stating in words the new catalogue of crime 
should both acquaint himself thoroughly with the trades 
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out of which these crimes arose and define them in 
language of unmistakeable meaning and perfect clarity. 
The Act unfortunately failed of this ideal, and the Courts 
have already been called upon to decide some very 
knotty problems of what is and what is not a crime. 
Other not less knotty points remain to be decided, and, 
unless the police decide to prosecute some motorist on 
these still doubtful points, the ambiguities of the law 
will continue. Crimes which have been adjudged crimes 
by the Courts are :— 

(1) Sharing the expense of a taxicab between several 
people—an obviously grave offence. 

(2) Driving a car if the insurance certificate has been 
retained by the hire-purchase company. 

Crimes which have not been punished by the Courts 
and either may or not be crimes are :— 

1. Driving a car in respect of which a policy has not 
yet been written and the insurance certificate and the 
cover note are one document, not two. This crime (if 
crime it be) is committed by thousands daily, and when 
the police decide to prosecute on it a very pretty legal 
argument will be produced for our entertainment. 

2. Driving a car while the insurance certificate is 
still retained by the agent or broker. This is going to be 
a lovely case. If “the person by whom the policy is 
effected ’’ is the broker, then there is no crime. If, on 
the other hand, “the person by whom the policy is 
effected ’’ is the owner of the car, then there is a crime. 
It is all a question of the law of agency. So do the 
professions of criminologist and commercial lawyer blend 
and emerge one into the other. 

The energy thrown by the framers of the Act into 
the manufacture of new and ambiguous crimes seems to 
have dried up before they reached another aspect of 
their problem—the difficulty of providing sound insur- 
ance cover for the people whom they were compelling to 
insure. So perfunctory are the regulations of the Act 
in this respect that within five years of its coming into 
force five authorised insurers had become insolvent 
and a large number of injured pedestrians who, as they 
recovered consciousness congratulated themselves on the 
protection that the Act afforded, found (after heavy 
costs that had been incurred) that the compulsory policy 
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and the compulsory insurance certificate were little 
better than waste paper. Others, equally unfortunate, 
found that the insurance on which they relied was 
invalid because a man of whom, until he ran over them, 
they had never heard had, previous to knocking them 
down, either told a lie to an insurance company or 
refrained from telling it the truth. Some pedestrians 
hit the rock of insolvency; others the snag of uberrima 
fides. The result in either case was the same. 

The position was not satisfactory. That was ad- 
mitted. And, while the police have been busy under the 
Act prosecuting single ladies, who scandalously shared 
with one another the cost of a taxicab and owners of 
motor-cars who shamelessly allowed their hire-purchase 
companies to retain the insurance certificate, Parliament 
itself has not been less active. In 1933 it passed an Act 
to check insolvent insurance companies operating under 
the 1930 Act. In 1934 it passed an Act tempering the 
doctrine of uberrima fides which had hampered the 
working of the 1930 Act. In 1935 it passed an Act to 
check insolvent insurance companies still operating under 
the 1930 Act, and still unchecked by the 1933 Act. In 
1936 it appointed a departmental committee to re- 
consider de novo the whole question of compulsory 
insurance. In two years only out of seven have our 
legislators let the problem sleep. 

As these words are being written the departmental 
committee is energetically taking evidence, and important 
people are doubtless stating the case for important 
interests advocating this reform and deprecating that, 
until in due time the committee’s report will be pub- 
lished. The Government will then ask the vested 
interests what is the maximum of reform that they can 
stomach and new legislation will be framed according 
to their reply. In the clash of these important voices 
may one very much less important voice try to make 
itself heard in defence of the old-fashioned virtue of 
simplicity, and, in the hope that what is written here 
may catch the eye of one or other member of the depart- 
mental committee, suggest that the whole business has 
become far too elaborate, that a great deal of unnecessary 
work is being done under the compulsion of the law, and 
that the interests of the pedestrians, and the injured 





a 











COMPULSORY INSURANCE 2 217 


third party would be at least as well protected as they 
are to-day if some of the elaborate machinery of the 1930 
Act were scrapped ? 

The scheme of compulsory insurance enforced by the 
Act of 1930 hinges on two documents, both of which 
must be in existence when a motor-car is in use on the 
road. By subsection 1 of section 35 of the Act there 
must be in force (apart from a rarely used alternative 
which need not detain us) a policy of insurance covering 
certain third-party liability. By subsection 5 of section 36 
there must also be in existence a certificate of insurance, 
issued by the insurer and expressing the main con- 
ditions of the policy. According to the Act itself each 
document is as important as the other, and neither is 
enough unless its fellow is in existence; but in the work- 
ing of the Act the certificate is the more important of 
the two, and it is only rarely that the police, who often 
ask for a sight of certificates, call for production of the 
policy. The original idea of the certificate was simple. 
It was to be carried by the driver in such a way that he 
could at any moment produce it and the question of 
whether he was or was not insured could be settled on 
the spot. It was no doubt felt that the policy could not 
be taken round with the driver wherever he went, and 
something easier to handle, something that would not 
have to be produced in a lawsuit between the driver 
and his insurance company, would be a more reasonable 
document for this rough, everyday use. Let him keep 
the policy in his safe at home and take the certificate 
with him on his daily task. The policeman who stopped 
him on the road could be satisfied by a sight of the 
certificate and the policy could be kept in reserve for 
other purposes. The whole object and purpose of the 
certificate was to be there as proof of the insurance 
whenever and wherever it might be required. 

Later on in the Act the legislators laid this duty on 
the motorist by decreeing in section 40 that any person 
driving a motor vehicle shall, on being so required by a 
police constable, produce his certificate of insurance and 
shall be guilty of an offence if he fails to do so. That is 
clear enough. The certificate must be there and must be 
produced. But the law, fearing that this would prove 
too great a nuisance to the motorist, proceeded at once 
Ss 
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to destroy the whole effect of the provision by saying 
that he need not after all produce it at the time and the 
place of the policeman’s demand. He should have five 
days’ grace. “If the driver of a motor vehicle within 
five days after the date on which the production of his 
certificate was so required produces the certificate in 
person at such police station as may have been specified 
by him at the time its production was required, he shall 
not be convicted of an offence under this subsection by 
reason only of failure to produce his certificate to the 
constable.’’ That also is quite clear. It knocks the 
bottom out of the motorist’s duty to produce the cer- 
tificate on demand and says that it will be enough if he 
turns up within five days at the police station of his 
choice and shows the certificate there. 

That concession destroyed at one blow the value and 
purpose of the certificate and (so far at least as the 
machinery of compulsory insurance is concerned) it made 
the certificate unnecessary. If the motorist is given five 
days in which to produce proof that he is insured, why 
bother to make him carry round a piece of paper before- 
hand declaring that he is insured? The same purpose 
would be served if he were allowed, after the policeman 
has stopped him, to get from his insurance company a 
statement that on the relevant date an insurance policy 
was in force covering him against the Road Traffic Act 
risks. The effect would be exactly the same and from 
the point of view of the insurance company the advan- 
tages gained would be great. The truth is that these 
certificates involve an enormous amount of additional 
work and trouble for everybody connected with motor 
insurance—work when the insurance is taken out and 
when it is renewed, work when it is changed from one 
car to another, work when it is cancelled, work when the 
certificate is lost and a statutory declaration has to be 
obtained, work at every point. Any one who is con- 
nected with motor insurance, the man who manages a 
fleet of cars, no less than the man inside the insurance 
office, knows what a nuisance the certificate is, and if it 
could be abolished without impairing the system of 
compulsory insurance, everybody connected with the 
industry would welcome the reform. 

It may be argued that if the change were made, if 
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the motorist were allowed to get proof of his insurance 
after he was stopped instead of before, then it would be 
possible to get a car licensed and the licence issued with- 
out evidence that the third-party risk has been covered. 
In fact, there is not much weight in that argument since 
the production of an insurance certificate with the 
demand for a renewal of a licence is a farce. There is 
nothing to prevent a motorist from obtaining a twelve 
months’ licence on the strength of a certificate that will 
expire in one week’s time. You can on December 31 get 
a licence that will run till the next December 31 on the 
strength of an insurance certificate which will be invalid 
by the next fifth of January. The production of the 
certificate at the time of licensing is, indeed, almost an 
empty formality, and although it has been suggested 
that every insurance should be made to coincide with 
the period of licence the practical difficulties in the way 
of that change are too great to allow of its being intro- 
duced without an enormous amount of extra work for 
the insurance companies, the licensing authorities and 
the police, none of whom is likely to agree, except under 
the greatest pressure, to the alteration being made. 

If the object of the certificates is nothing more 
than to enforce the compulsory system and make it 
watertight it is not easy to see why such importance is 
attached to the certificate, why it has become the fetish 
and idol that it actually is. The certificates could be 
done away with and it would be no more easy than it 
is to-day for the motorist to drive round the roads 
uncovered. Is it unfair to suggest that behind this love 
of the certificate lies a motive not connected with in- 
surance? May it not be that the police find in every 
additional document that a motorist must produce an 
aid to the control of the use of motors and a check on 
the illegal or illicit use of cars? One can understand 
that the police like to check as rapidly and as easily as 
possible the identity of the person using any car that 
they think it necessary to stop, and a piece of paper 
carrying full information of the car’s ownership may be of 
considerable help to them as a document supplementary 
to the driving licence. If that is the truth, and if the 
police like these certificates, not because they help to 
keep the compulsory system effective, but because they 
$2 
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act as an easy method of identification and make it 
simpler to keep a control over motor thieves and other 
undesirable users of cars, then it would seem to be 
unreasonable that the extra bother and trouble should 
be thrown on to the insurance industry. By all means 
keep the regulations stiff enough to make it difficult to 
drive without detection an uninsured car, but do not, 
under pretence of enforcing third-party insurance, insist 
on troublesome machinery intended to serve an entirely 
different purpose. 

Before the departmental committee has finished its 
work it will presumably call for evidence from the 
police, and it is to be hoped that when the time comes 
for the police to give their views and answer questions 
they will be asked why a certificate which need not be 
produced till five days after it is demanded is any better 
guarantee of universal insurance than a letter from the 
insurance company written to the police within those 
five days. And if no convincing evidence is produced to 
show that the second method is inferior to the first, they 
might be pressed for their reasons in attaching so great 
importance to the certificate itself. If the police answer 
should be that they do not attach great importance to 
it, then the case for the present vexatious and laborious 
system will have disappeared. If they say that the 
certificate has advantages not directly connected with 
insurance, they might be asked to find this protection 
in some quarter other than the insurance companies. 


The Post Office and Standing 


Instructions 


By a Correspondent 


N the May number of THE BANKER, an article on 
I Bankers’ Orders described a form of service which 

the public are requiring the banks to discharge to a 
very rapidly increasing extent. It was pointed out 
that there is a tendency for orders to be given for the 
payment of amounts so small and with such frequency 
that an adequate charge to cover out-of-pocket expenses, 
clerical labour, responsibility and risk would be dis- 
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proportionately large in relation to the sums remitted; 
also that they are emanating to a great extent from 
customers who do not maintain balances of sufficient 
value to defray the cost. 

Nevertheless the writer did not advocate that the 
banks should seek to limit such facilities beyond declining 
either to accept instructions to pay periodically trivial 
amounts (the imposition of a fair charge would no 
doubt have the same effect), or to undertake payments of 
varying sums over a period. On the contrary it was re- 
commended that a solution of the problem should lie 
in the direction of improved and possibly concerted 
mechanical methods. 

In dealing with the question it is necessary to take 
into account the fact that the Post Office Savings Bank 
also offers this facility. In its Information Booklet, 1935, 
the following paragraph appears— 

‘““ PERIODIC PAYMENTS. Standing instructions may 
be given for regular payments for house purchases, 
insurance, &c., to be made on a depositor’s behalf. 
Application for this service, which is free, should 
be made to the Controller.” 

The form supplied for completion and signature under 
which such payments are made reads as follows :— 


Standing Instruction for Periodic Payments. 


Particulars of Account See Teer 
(as printed on Bank Book) ee ees Peer eee 
SD Ps niicnan sabes neinae ats Rae enin ed ded ee eee ebiOne 

I hereby authorise the Controller of the Post Office Savings Bank 


RO Ts oh cas cveadienscccianetarevevars Quote any account 
or policy number 
necessary 

ETP eee Tee ee TTT TT Te TET TTT Te ee 

whose receipt shall be a good discharge for the money so paid the 

S a 

sum of £ - - by Crossed Warrant from the above-described 

account on the........ ferret ne 


(State monthly, annually, etc.) 
thereafter so long as there is a sufficient balance in the account 


Gi sk cacneses or this Authority is revoked. 
i SINS 6 a'r an baeenaWeon maken SeNe beak eRe ce 
PPR eee re teen ee ee re, eee eee 
are rea an aa ieee tacit 


A minimum balance of £3 must remain in the account. 
S.B.—No. 803. 4764 I 3616 
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It thus appears that the Post Office Savings Bank 
is prepared to undertake every kind of regular payment, 
such as those to tradesmen, tailors, furriers, etc. or for 
rentals for radio sets or vacuum cleaners. It will not 
agree to pay varying amounts, nor with greater frequency 
than a month between each, and this condition is pre- 
sumably imposed by all banks. 

Despite the obvious benefit of such a service to a 
large number of Post Office depositors, it is probable 
that so far only a few depositors either avail them- 
selves of it or indeed know of this service. There 
is usually a considerable lag in such matters where 
publicity is not intensive. When the insurance com- 
panies offered the facility of monthly premiums, some 
years elapsed before it was generally appreciated by 
policy-holders. Hire-purchase salesmen urging customers 
to give bankers’ orders are not likely to be armed as yet 
with supplies of the Post Office Savings Bank form of 
Standing Instruction for Periodic Payments. 

If its use becomes general, the Post Office authorities 
will find, as the banks are finding, that the work, however 
efficiently handled, is extremely costly, and that someone 
must bear that cost. If the cost is not to fall upon the 
depositor, it must be recognised that it is the tax-payer 
who must bear it. 

It should be recognised too that the tax-payer will not 
only have to bear the actual cost of operation, but the 
Revenue will also lose the 2d. duty represented by the 
stamp on the standing order given to a commercial 
bank, as distinguished from the Post Office Savings 
Bank. Again if fewer cheques are drawn or fewer 
postal orders purchased, as the result of this facility, the 
Revenue will again be the loser. Finally there will be 
some reduction in ordinary Post Office receipts, as fewer 
cheques will pass through the Post. 

These considerations all point to the need of some 
working arrangement between the banks and the Govern- 
ment. This will enable the banks to place the whole 
problem of banker’s orders upon a reasonable basis, 
as suggested in the May issue of THE BANKER. This 
will not only be in the interest of the banks themselves, 
but also in that of the Post Office and the general body 
of tax-payers. 
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Obituary 
Sir Felix Schuster, Bt. 


The death of Sir Felix Schuster removes yet another 
name from the roll of great bankers who guided British 
banking through the period of the great amalgamation 
and the war. In the troubled days which succeeded 
the Armistice Sir Felix Schuster was one of the leaders 
of opinion in the City of London, to whom all looked for 
guidance. Like his friend and contemporary, Mr. Walter 
Leaf, Sir Felix belonged to the ‘‘ hard money ”’ school. He 
set his face against the easy path of unbridled inflation, 
and undoubtedly did much to bring about our return to 
gold in 1925. With Mr. Leaf, too, he played a prominent 
part in the foundation of the International Chamber of 
Commerce, which in the early twenties played the same 
part in the financial and commercial world as the League 
of Nations was beginning to play in the political world. 
It was common knowledge at the time that the Inter- 
national Chamber was largely instrumental in the appoint- 
ment of the Dawes Committee, which took the first stage 
towards rescuing Germany, and with her the Continent, 
from economic and monetary chaos. In this work Sir 
Felix played a worthy part. 

Sir Felix Schuster was born in 1854 and educated 
at Frankfort, Germany, and subsequently at the Uni- 
versity of Geneva. He completed his studies at the 
Victoria University, Manchester (Owen’s College), where 
he won distinction, especially in languages, history and 
literature. In 1872 he entered the family business of 
Schuster, Son & Co., which was established in England 
in 1811, and in 1879 he became a partner. During these 
years he served as a director of the Imperial Bank, 
which was later absorbed by the London Joint-Stock 
Bank. 

In 1887 part of the business of the firm was taken 
over by the Union Bank of London, and Sir Felix became 
a director of the Union Bank. In 1895 he was elected 
Governor, and in his half-yearly addresses to the share- 
holders he began to discuss topics of general interest, and 
so helped to lift the speeches of the Bank chairmen to 
their present level of importance. In Igo2 Sir Felix 
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helped to bring about the amalgamation of the Union 
Bank with the old banking houses of Smith, Payne & 
Smiths, and kindred firms, followed by the London and 
Yorkshire Bank and Prescott, Dimsdale & Co. The 
new bank was known as the Union of London and Smith’s 
Bank. 

In 1918 came the amalgamation with the National 
Provincial Bank. This was one of the great war-time 
amalgamations, and the new institution became one of 
the “ big five.” Sir Felix at once joined the Board of 
the new bank. Unlike its four competitors the National 
Provincial Bank for several years had no definite chair- 
man, and on at least one occasion it fell to Sir Felix’s lot 
to preside at the annual mecting. 

Sir Felix Schuster’s public activities would alone have 
filled the life of a busy man. In 1906 he contested the 
City of London as an independent Liberal, and while that 
proved a forlorn hope, later in the year a baronetcy was 
conferred upon him. From 1906 until 1916 he served as 
a Member of the Council of India, and during that period 
he acted as Finance Member. In 1905-1906 he was 
Chairman of the Council of the London Chamber of 
Commerce, and in 1907-1909 he was President and Chair- 
man of the Institute of Bankers. He was Deputy- 
Chairman of the Committee of London Clearing Bankers 
in 1904-13, and again in 1924, and Chairman in 1913-15 
and 1925. In the latter year he was also President of 
the British Bankers’ Association. His work in connection 
with the International Chamber of Commerce has already 
been described. 

In his private life Sir Felix was a great climber and 
traveller. He was elected to the Alpine Club in 1877, 
was Honorary Secretary in 1889-92, and Vice-President 
in 1899-1901. Only a few years ago, at the age of 80, he 
was invited to rejoin the Committee. He also had a 
keen love of music and art, and both musicians and 
painters recognised him as one of themselves. 

Sir Felix married Meta, daughter of the late Sir 
Hermann Weber. He had one son and four daughters, 
two of whom predeceased him. His son, who succeeds 
him, is Mr. Felix Victor Schuster, who is also a partner 
in Schuster, Son & Co., and a member of the London 
Local Board of the National Provincial Bank. 
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Lord Aldenham 


We regret to record the death of Lord Aldenham 
(Alban George Henry Gibbs) on May g, 1936, at 
Barrow Court, Flax Bourton. 

Lord Aldenham had celebrated his ninetieth birthday 
only last month. He was educated at Eton and Christ- 
church, Oxford. In 1907 he succeeded his father, the 
first Lord Aldenham, in the title, and as Head of the 
firm of Antony Gibbs & Sons, merchant bankers. He 
had been a partner in the firm since 1873, and visited 
Australia on their behalf in 1881-2. He was a Director 
of the Guardian Assurance Co. from 1871, and of the 
Bank of Australasia from 1887, both of which positions 
he held to the last. 

Lord Aldenham was Conservative M.P. for the City 
of London from 1892 to 1906, when he retired in favour of 
the Rt. Hon. Arthur Balfour. In City Livery Companies 
he had been Prime Warden of the Goldsmiths Company, 
and Master of the Spectacle Makers Company. Amongst 
other City interests he had filled the offices of President 
of the London Institution, the City of London 
Conservative Association, and the City Carlton Club, 
Commissioner of Lieutenancy of the City of London, 
and Commissioner of Income and Land Tax. As a 
Freemason he had been past Grand Warden of 
England in Craft Masonry, Deputy Grand Mark Master 
of England, and Provincial Grand Mark Master of 
Kent. 

Among many religious, educational and charitable 
organisations with which he was or had been officially 
associated may be mentioned the National Society, 
S.P.C.K., the Colonial Bishoprics’ Fund, the Royal 
School for the Deaf and Dumb, and Aldenham School. 
His literary and kindred activities found scope in the 
Roxburgh Club, of which he was President, succeeding 
Lord Rosebery in 1929, and as Fellow of the Society of 
Antiquaries. He was a keen sportsman, and took a 
great personal interest in his estates at Clifton Hampden 
(Oxon) and Aldenham (Herts). 

He is succeeded by his son, the Hon. Gerald Gibbs, 
who is a partner in Antony Gibbs & Sons and a Director 
of the London Assurance. 
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Appointments and Retirements 


Bank of England 

The Bank of England announce that Mr. A. C. Bull, 
the Deputy Principal of the Discount Office, has been 
appointed Principal in succession to Mr. E. N. Travers, 
who has retired on pension. Mr. D. M. Randell, the 
Assistant Principal, has been appointed Deputy Principal. 


British Bankers’ Association 

At the Annual General Meeting of The British Bankers’ 
Association held at the Bankers’ Clearing House on May 
11, 1936, Mr. J. W. Beaumont Pease, Chairman of 
Lloyds Bank Limited, was elected President of the 
Association for the coming year. Mr. Colin F. Campbell, 
Chairman of the National Provincial Bank Ltd., Mr. E. C. 
Macleod (Bank of Nova Scotia) and Mr. William Whyte 
(Royal Bank of Scotland) were elected Vice-Presidents. 


Barclays Bank (D. C. & O.) 

Mr. Everard Osborne Holden has been appointed an 
Assistant General Manager of Barclays Bank (Dominion, 
Colonial & Overseas). Mr. Holden began his banking 
career with the London & South Western Bank Ltd. at 
Richmond, Surrey, in May, 1904, or a good many years 
before the amalgamation with Barclays Bank. He was 
afterwards transferred to the Foreign Branch, where he 
was appointed Sub-Manager of Barclays Bank Ltd. 
On the formation of Barclays Bank (D. C. & O.) he was 
transferred to that bank, and in May, 1926, was appointed 
General Manager’s Assistant. In 1929 he was appointed 
Local Director in Rhodesia, and in 1930 Local Director 
in South Africa. He was made Local Director on the 
Alexandria Board in 1931, and in 1934 was appointed 
Local Director on the newly formed Palestine Local 
Board. He returned to Head Office this year. 


Commercial Bank of Scotland 

Mr. Andrew Williamson Russell, Senior Joint Manager 
of the City office of the Commercial Bank of Scotland Ltd., 
London, retired at the end of May, after 50 years’ service 
with the Bank. He entered the service of the Bank at 
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Greenock in 1886, and a few years later was promoted to 
the Bothwell Street Branch in Glasgow. Early in 1892 
he was transferred to the Head Office in Edinburgh, and 
with the exception of a few years spent in the Law 
Department, his period of service from 1892 to 1920 was 
identified with the Inspectors’ Department. He became 
Senior Inspector in Ig09 and held this important position 
for II years, when he was appointed to the London Office. 
He spent a short time in the Securities Department at 
Lombard Street and in April, 1922, on the retirement of 
the London Manager, Mr. Coutts, and the appointment 
of Mr. Sandeman as his successor, Mr. Russell was 
promoted to the Assistant Managership. On the death 
of Mr. Sandeman, in February, 1925, he was appointed 
Manager at the Lombard Street Office. 

Mr. James Watson Alston, who has been Joint 
Manager with Mr. Russell, now assumes sole Managership 
of the London City Office. Mr. Alston began his banking 
career in the Galashiels Branch of the Bank in 1899, and 
at the close of his apprenticeship was promoted to the 
Accountants’ Department at Head Office. He was 
subsequently transferred to the Law Department, where 
he served an indenture to the late Mr. J. L. Anderson. 
In 1911 he qualified as a Law Agent, and in 1915 became 
Law Clerk, a post which he held until 1920 when he was 
appointed Senior Inspector. Four years of active in- 
specting followed, and in 1924, on the appointment of 
Mr. Andrew Scott to the Glasgow Managership, Mr. Alston 
was made Joint Superintendent of Branches along with 
Mr. Peter Irving. When Mr. Irving became Chief 
Accountant in 1928, Mr. Alston was placed in sole charge 
of the Superintendent’s Department. In Mr. Alston’s 
case practical experience has always had its counterpart 
in diligent study. Early in his banking career he passed 
both the Associates’ and the Members’ Examinations of 
the Institute of Bankers in Scotland, and at the University 
he had subsequently the distinction of being a prizeman 
in each of his Scots Law and Conveyancing classes. For 
a number of years he conducted very successful classes in 
Banking at the Heriot-Watt College. He was appointed 
Joint Manager in London in 1930. 

Mr. James Colin Macrae Campbell has been appointed 
Assistant Manager. He entered the service of The 
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Commercial Bank of Scotland Ltd. at their Dornie (Kyle) 
Branch in 1913. On his return from active service after 
the War, he was appointed to the London Office, where, 
with the exception of a short term of service in the In- 
spectors’ Department at the Head Office, and as Agent 
of the Bank in Ayr, he has since remained. He has been 
Accountant at the London Office since 1934. 


Lloyds Bank 

The Directors of Lloyds Bank announce that Mr. 
L. C. G. Dewing and Mr. D. H. Turner, hitherto Assistant 
Managers, have been appointed Joint Managers of the 
executor and trustee department of the Bank on the 
approaching retirement of Mr. E. F. Horley. 


National Bank of New Zealand 

Mr. H. F. Freshwater has resigned his seat on the 
Board of The National Bank of New Zealand Limited on 
account of ill-health. Mr. Sydney Parkes, one of the 
Joint General Managers of Lloyds Bank Limited, has been 
elected to fill the vacancy. 


Ulster Bank 

Mr. William Donaldson, the Secretary of the Ulster 
Bank, has been appointed a Director. Mr. Charles 
Pender, Assistant Secretary, has been promoted to succeed 
Mr. Donaldson as Secretary. 





International Banking during the 
Past Year 


AKING the world as a whole, the process of con- 

| solidation in banking that began in 1933 after the 
climax of the American crisis, made further 
progress during the twelve months under review. In the 
majority of countries the banking position underwent a 
further improvement, as a result of the all-round improve- 
ment in the position of debtors and also through the 
increase of current earnings brought about by the trade 
revival. The frozen debts inherited from the crisis of 
1931 and the depression of the following years are 
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gradually thawing, even though in many countries they 
are merely replaced by equally frozen Government 
indebtedness to banks. The rise in commodity prices, 
increase in employment, and revival of Stock Exchange 
activity was bound to affect the banks’ profits favour- 
ably, especially as most of them have maintained their 
costs at the level to which they succeeded in reducing 
them during the depression. 

It is true that, on the other hand, the low level of 
interest rates continues to affect adversely the margin of 
profit on deposits, and that the volume of foreign exchange 
business is no longer what it used to be. Nor has there 
been any noteworthy revival in international banking 
activity. The volume of acceptances is still at a low ebb, 
and foreign lending is almost non-existent. In spite of this, 
the international banking year may be said to have been 
a favourable one in the majority of countries. 

The countries which have provided exceptions from 
this rule are France, Switzerland and China. The banks 
of these countries, especially those of the last two, 
suffered heavily as a result of the adverse repercussions of 
monetary policies. Both Switzerland and China experi- 
enced a series of bank difficulties similar to those ex- 
perienced by a number of other countries during earlier 
stages of the depression. In France the banks suffered 
through the wholesale flight from the franc, but were 
able to resist without open difficulty. In the third 
member of the gold bloc, Holland, the banking situation 
has actually improved, thanks to the recovery in colonial 
trade. 

While banks were, generally speaking, under a cloud in 
countries with monetary difficulties, they have undergone 
a marked improvement in countries which have succeeded 
in solving their monetary difficulties. The improvement 
in the banking situation was the most striking in Belgium. 
There the system was on the verge of collapse early in 
1935, but now there is no such thing as a banking problem. 
There is much to learn by a comparison of the banking 
situation in Belgium and, say, Switzerland. 


GREAT BRITAIN 


The moderate revival of trade which began soon after 
the suspension of the gold standard became accentuated 
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during the period under review. The clearing bank 
figures duly indicate the upward trend in business 
activity. While until 1935 a very large part of banking 
profits was derived from capital appreciation of Govern- 
ment securities, in 1935 this source yielded no profit, 
but the banks were compensated by an increase of their 
current earnings. Many of their frozen claims have 
become thawed, moreover, thanks to the trade revival. On 
the other hand the liquidation of frozen credits abroad 
has made but slight progress. While Swiss and American 
banks were cutting their losses ruthlessly on their Stand- 
still credits, most British banks preferred to wait rather 
than to sell out at a loss of 45 per cent. or so. In 
some instances Standstill commitments were, however, 
materially reduced. The banking house of S. Japhet & 
Co., for instance, succeeded in exchanging a large part of 
its Standstill claims for a block of shares in a Dutch 
banking firm which was formerly controlled by German 
banking interests. The fact that several banks and 
acceptance houses operating mainly abroad considered it 
advisable to transfer large amounts from their contin- 
gency reserves to their ordinary reserves shows that the 
risk involved in foreign business is now considered tohave 
declined. 
THE UNITED STATES 

American banking had, on the whole, an uneventful 
year. There were no noteworthy failures. The improve- 
ment of commodity prices and of Stock Exchange prices 
resulted in an increase of deposits and profits. At the 
same time the progress of the trade revival did not 
adequately keep pace with the accumulation of liquid 
funds, partly as a result of the heavy influx of refugee 
money from Europe. The reserves of members of the 
Federal Reserve system have expanded considerably, 
providing a basis for a potential credit expansion of a 
substantial magnitude. This was the outstanding feature 
of American banking during the past twelve months; it 
gave rise to heated controversy as to whether it was 
desirable to take steps to reduce excess reserves. In 
the absence of adequate demand for credit, the banks 
continued to employ an abnormally large proportion of 
their resources in Government securities, and the necessity 
for the liquidation of these holdings at a later stage 
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continued to provide a cloud on the horizon. Although 
the silver policy, Soldiers’ Bonus Bill, and various 
Supreme Court decisions provided shocks from time to 
time during the year, the banks were not directly affected 
by them in any way. 
FRANCE 

As we pointed out above, the history of French banking 
during the past twelve months provided one of the dark 
spots of international banking developments during 
that period. It is true that there were no new failures. 
But the persistent flight of capital since May, 1935, has 
depleted the deposits and cash resources of the banks, 
and has compelled them to fall back upon the Bank of 
France to an unprecedented degree. It is true there was 
a slight revival in trade, especially since the beginning of 
1936. But the reduction of the earning assets of banks 
by many milliards could not but affect their profits. They 
also felt the effects of the periodical shocks provided by 
the spasms of attacks on the franc; within the past 
twelve months there were three major crises, and many 
minor spasms of selling pressure. As a result of the 
orthodox defence of the franc the number of times the 
bank rate was changed reached a record figure, which 
did not make it any easier to conduct banking business. 
While the Bourse and foreign exchanges were fairly 
active, new issuing business was practically at a stand- 
still. The banks had to restrict credits in consequence 
of the loss of their deposits. To obtain an acceptance 
credit in Paris is nowadays bordering on the impossible. 
Uncertainty of the future of the franc is weighing heavily 
upon the banking situation. 


GERMANY 

The inflationary expansion of credit through rearma- 
ment and public works continued to affect the German 
banking situation. A further improvement in trade 
thawed many of the frozen credits inherited from 1931, 
and the banks in turn were able to liquidate their liabilities 
to the various official or semi-official institutions which 
assisted them. At the same time, they had to increase 
their holdings of various Government securities issued in 
connection with rearmament and public works. Their 
current earnings increased, and the leading banks were 
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able to resume the payment of dividends. They were 
also able to liquidate a further amount of their foreign 
credits. The process of amalgamation among private 
banking firms continued. 


ITALY 


In pursuance of the ideas of the corporate state, the 
Italian Government brought about a reorganisation of 
the banking system to enforce the principle of the division 
of labour. The leading joint-stock banks are to confine 
their activities to pure commercial banking, while the 
Bank of Italy will become a pure central bank. The 
issuing and medium-term financing business will be in 
the hands of the Istituto Mobiliare Italiana. The 
commercial banks had to repay the bulk of their foreign 
credits during the year under review, owing to the 
Abyssinian conflict, in anticipation of which most credits 
had already been called in before the imposition of 
financial sanctions. While sanctions affected the foreign 
business of Italian banks the revival of internal activity 
through military requirements, and the establishment of 
new industries has probably compensated them for this 
loss to a large degree. 


SWITZERLAND 


A number of Swiss banks—amongst them two leading 
banks, the Banque Commerciale de Bale and Leu & Co., 
got into difficulties during the second half of 1935, and 
had to be granted a moratorium. All the other banks 
suffered more or less substantial losses in connection 
with the liquidation of their German commitments. 
There were several capital reconstructions, and in other 
cases the losses made heavy inroads into reserves. The 
hurried liquidation of German commitments at a loss 
became necessary as a result of the withdrawals of capital 
for fear of the devaluation of the Swiss franc. Internal 
trade also remained depressed. In various instances the 
moratorium granted to the banks had to be prolonged, 
as it was impossible during the original period to carry 
out areconstruction. The weak spot of the Swiss banking 
system, the non-renewal of debenture bonds maturing 
day after day, has become amply evident during the past 
twelve months. 
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HOLLAND 


If the Dutch banking system was not affected by the 
overvaluation of the currency to the same extent as the 
banking systems of the other Gold Bloc countries it was 
because of the increased profits on colonial trade, thanks 
to the rise in raw material prices. While both France 
and Switzerland are largely raw material importers and 
did not benefit by this rise, Dutch trade improved to no 
slight degree. The outstanding feature in Dutch banking 
developments during the period under review was the 
liquidation of excessive German interests in the Dutch 
banking system. As is well-known, after the war most 
leading German banks established affiliates in Amsterdam, 
and their disproportionate influence on the Amsterdam 
market was viewed with concern by Dutch interests. 
Since most of these banks were in Jewish hands, the 
National Socialist Government insisted that the German 
banks should liquidate their participations, which were 
taken over by Dutch, British or other foreign interests. 


BELGIUM 


The banking situation in Belgium underwent a 
spectacular improvement during the past twelve months. 
Following upon the devaluation of the belga, the refugee 
funds were repatriated, so that the banks recovered their 
lost deposits. Moreover, a large amount of foreign 
funds sought refuge in Brussels. The improvement of 
trade that followed the devaluation has thawed a large 
proportion of frozen debts, and confidence in practically 
all banks has been fully restored. Notwithstanding this, 
banks do not altogether approve of the present Govern- 
ment, owing to the measures taken for the stricter 
supervision of banks—measures which are resented as 
interference. 

SCANDINAVIAN COUNTRIES 

The liquidation of the liabilities arising from the 
Kreuger crisis has made further progress in Sweden. 
As far as the leading banks are concerned, favourable 
trade conditions enabled them to wipe out the traces of 
that disaster which was thought at the time to have 
crippled Swedish banking for decades. The Skandi- 
naviska Kreditaktiebolaget repaid this year the balance 
= 
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of the advances received in 1932 to tide it over after the 
crisis. Swedish banks have in fact resumed their function 
of financing the other Scandinavian countries. In 
Norway banking developments were normal, as trade 
was reasonably prosperous. In Denmark the outstanding 
feature was the establishment of a Government-controlled 
Central Bank to take over the functions of the Copen- 
hagen National Bank as the sole bank of issue. 


DANUBIAN STATES 


The consolidation of the banking situation in Austria 
suffered a reverse through the crisis of the Phoenix Insur- 
ance Co. Although Government intervention averted 
disaster the affair has shaken confidence to a much greater 
extent than all the political troubles of the last two 
years. This is all the more regrettable since until the 
Phoenix crisis the process of consolidation has been 
making satisfactory progress. The Creditanstalt affair 
has been definitely settled, and the liquidation of the 
foreign assets of that institution produced results far 
exceeding anticipations. The banks benefited by the 
liquidation of excessive competition and by the improve- 
ment of trade. In Hungary the process of consolidation 
continued, without any outstanding developments. In 
Czechoslovakia the possibility of a second devaluation 
created an atmosphere of uncertainty which was not 
beneficial to banking. In Roumania the banking system 
is still under the cloud of the intense wave of distrust 
created by the failure of several leading banks during the 
financial crisis. Jugoslav trade benefited by illicit trading 
with Italy in circumvention of sanctions, and the banks 
had their share of the profit. 


THE NEAR EAST 


The political changes in Greece did not affect the 
banking situation. In Turkey the Government continues 
to concentrate its efforts upon the development of a 
national system of banking. The latest scheme is the 
establishment of a bank for maritime credit. In Palestine 
the influx of funds in connection with immigration 
continues. Over-trading led to a run on one or two local 
banks, but the foreign banks operating there had a good 
year. In Egypt business conditions were brisk owing to 
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the special circumstances created by the Italo-Abyssinian 
conflict. Banks benefited by this and by the improve- 
ment of produce prices. 


THE FAR EAST 


Currency difficulties caused much trouble in China 
during the year under review. The smuggling of silver— 
which was not checked by the export tax introduced— 
led to the depletion of the banks’ reserves, and many 
Chinese institutions had to suspend payment. Again, 
the sharp fall in the Shanghai dollar, and subsequently the 
slump in silver, unsettled banking conditions to no slight 
degree. In connection with the currency reform, Chinese 
and foreign banks had to surrender their silver stock to the 
Government. In Japan banking conditions remained 
generally satisfactory, as the wave of prosperity created 
by the depreciation of the yen and by large Government 
expenditure continued. 


Indian Banking and Finance 


By a Correspondent 


HE Reserve Bank of India has just completed its 
first year’s working and a review of this period 
resents many features of interest. It will be 
recalled that the Bank commenced business on April 1, 
1935, and on that date took over control of the Issue 
Department from the Government of India and the 
management of Public Debt and Government Accounts 
as well as the supervision of the Clearing Houses from the 
Imperial Bank of India. Three months later it accepted 
the statutory deposits of the 50 or so Scheduled Banks 
which these institutions, by virtue of Section 42 of the 
Bank Act, are compelled to maintain with the Central 
Bank. 

The Weekly Returns of the Scheduled Banks are 
published in the form of a Consolidated Statement by 
the Reserve Bank, and when comparison is made with the 
Weekly Statements of the Imperial Bank of India as at 
the same dates it is seen how outstanding is the position 
of the Imperial Bank in the relations of the group with 
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the Central institution. The Imperial Bank in its 
capacity as Agent of the Reserve Bank for the conduct 
of Government Treasury business must necessarily be in 
closer contact with it than the other Scheduled Banks, 
and clearly the independence of the Central Bank 
might be threatened so long as one of the member banks 
can exert so powerful an influence. Fortunately, how- 
ever, there is no possibility of such an event occurring 
so far as the Imperial Bank is concerned, for that bank 
is well equipped, both by tradition and experience, to 
recognize the necessity for co-operation in the policy of 
the Reserve Bank, and this co-operation has already been 
amply demonstrated in the smooth manner in which the 
adjustments consequent on the transfer of functions have 
been carried out. 

The figures given below are illustrative of the position 
existing. 











Week ending Scheduled Imperial Bank Reserve Bank of 
27/3/36. Banks’ of India. India Banking 
Position Department. 
Consolidated 
Return 
(in crores of rupees) 

Demand Liabilities Deposits— Deposits— 
in India .. .. 120-08 Time & (a) Govt. 8-56 

Time Liabilities in Demand 79:24 (0b) Banks 36°03 
India... .. Ior-88 (c) Others +31 

221-96 44°90 

Cash Notes and Coin 5°74 Cash in Cash— 

Balance with the Hand & Notes 26-76 
Reserve Bank in with Re- Coin 8-81 
India... -» 35°95 serve 35°57 

Bank .. 27-60 

Advances in India 92-76 Loans & Loans & Ad- 

Cash vances .. +07 
Credits 21-75 

Bills Discounted in Bills Dis- Bills Dis- 

India... is 6-16 counted 3-63 counted 
Internal 53 


It will be observed that the statutory deposits of the 
Scheduled Banks calculated at 5 per cent. and 2 per cent. 
of their total Demand and Time Liabilities should be some 
Rs. 8 Crores as against the actual figure of Rs. 35-95 


Crores. 
If the amount of cash (Rs. 5-74 Crores) shown as held 
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by all the Scheduled Banks is eliminated from the 
Imperial Bank’s item ‘‘ Cash in hand and with the 
Reserve Bank ’”’ (Rs. 27-60 Crores) it is obvious that the 
Imperial Bank’s share of the Scheduled Banks’ balances 
with the Reserve Bank must be at least Rs. 22 Crores, 
and it is a fair assumption to place this figure at round 
about Rs. 25 Crores. This sum would leave Rs. Io or 
Rs. 11 Crores only as the aggregate deposits of all the 
other Scheduled Banks, numbering about 50. Again, 
assuming that the Imperial Bank deposits of Rs. 79-24 
Crores are divided into Time and Demand Liabilities in 
roughly the same proportion as that shown by the figures 
for all the Scheduled Banks, a process of elimination will 
disclose that the statutory minimum deposit of these 
other banks must amount to about Rs. 5 Crores as com- 
pared with an amount of Rs. 3 Crores for the Imperial 
Bank. Thus, while the excess balance maintained with 
the Reserve Bank by the Imperial Bank amounts to 
about Rs. 22 Crores over its minimum, the other banks: 
jointly only contribute about Rs. 5-6 Crores in excess 
of the statutory requirements, and this at a time when 
excessively cheap monetary conditions prevail in India 
and money is practically unlendable. The reason for this 
lies largely in the prevalent practice of Indian bankers 
of retaining in lieu of adequate cash balances large blocks 
of Government Securities against which in the past they 
have always been able to obtain immediate cash credit 
advances from the Imperial Bank. In Indian banking 
inquiries attention has been drawn more than once to 
this practice, and it was this fact that led the Imperial 
Bank of India in the days prior to the advent of the 
Reserve Bank to insist upon a minimum period of seven 
days as the time for which loans would be granted. No 
doubt the Reserve Bank will adopt similar methods 
when necessary. At the moment however, as the figures 
of “‘ Advances ”’ and “‘ Bills Discounted ”’ in the Banking 
Department Statement show, there is no demand at all 
for accommodation from the Central Bank. The small 
proportion which the figures of Bills Discounted bear to 
other Advances in the other two Statements should be 
noted, for until this proportion increases there is little 
hope of the Reserve Bank filling its Bill Portfolio. 

The first report of the Reserve Bank which was 
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recently issued covered the period April 1, 1935—-December 
3I, 1935. It revealed the fact that the report of Mr. 
M. L. Darling, the special officer appointed by the 
Government to study the question of rural credit, had 
been received by the Bank in June, 1935, and that the 
Bank, before formulating its proposals in connection with 
the extension of its sphere of influence among Co- 
operative Banks, Credit Societies, indigenous Bankers 
and Moneylenders engaged in the business of agricultural 
credit, had decided to ask the local Provincial Govern- 
ments to furnish it with more information. No great 
progress in this direction appears to be possible for some 
time however, as it must be remembered that the 
depressed prices for agricultural products which have 
prevailed now for some years have rendered the co- 
operative movement in India (which was regarded as the 
most likely channel through which the agriculturist could 
obtain cheap credit) almost moribund. A recent inquiry 
into the question of agricultural indebtedness in the 
Madras Presidency has revealed some interesting facts 
which may be taken broadly as illustrative of the position 
in other parts of India. 
Agricultural Indebtedness 


Loans from Credit Agencies Total Debt Classification of 
Debt 
Per- Per- Per- 
centage centage centage 
of of of 
Total Total Total 
Government— Mortgage Borrowed 
Takavi Loans for pur- Debt .. 47 for Pro- 
chase of seeds, agricul- ductive 
tural implements, etc. I Purposes 37°I 
Co-operative Societies 6 Unsecured For Unpro- 
Debt .. 50 ductive 
Purposes 41:7 
Others— For Trade 12-9 
Indigenous bankers, Debt on Se- Miscellane- 
moneylenders, etc. .. 93 curity of ous, Edu- 
— Move- cation, 
100 ables .. 3 ee. .. G3 
100 100 


The general economic position of the agriculturist 
can be gauged from the statements made that while the 
debt per head of population was estimated at Rs. 38, 
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the net per capita income was calculated to be only Rs. 15. 
The return from land on which staple food crops are 
grown varies from 2 per cent. to 5 per cent. and rarely 
exceeds 6 per cent., but the agriculturist is compelled to 
borrow at rates of interest ranging from g per cent. to 
36 per cent. It requires little effort to see that so long 
as these conditions remain, a solution of the difficulties 
must lie outside the realm of ordinary banking business, 
which must necessarily concern itself primarily with 
security and liquidity. Provincial legislation against 
usury and the attempts made by debt conciliation boards 
and land mortgage banks to lighten the dead weight of 
debt are proving of valuable assistance to the “ ryot”’ 
and the Government have latterly also devoted large 
sums to rural reconstruction purposes. The chief need, 
however, is to secure better and more stabilized prices 
for the agricultural produce. 

During the past year the fluctuation in the active 
Note Circulation has remained normal, the amount of 
Notes outstanding falling from Rs. 167 Crores in April, 
1935, to Rs. 154 Crores at the end of August, from which 
date it commenced to rise again until on April 3, 1936, 
it was Rs. 169 Crores. Monetary conditions throughout 
the period have been extremely easy and the Bank rate 
was reduced from 34 per cent. to 3 per cent. on November 
28 last, an unprecedented step at the commencement of 
the exporting season. The Reserve Bank since its 
inception has continued to purchase Sterling freely and 
its holding of Sterling Securities in the Issue Department 
rose from Rs. 48-63 Crores in April, 1935, to Rs. 67°31 
Crores in April, 1936, the Rupee Securities (consisting 
largely of Treasury Bills in India) falling by roughly the 
same amount. There has been no change in the gold 
holding but the Rupee coin held has increased from Rs. 50 
Crores to Rs. 59 Crores. The Bank, however, at the close of 
the financial year on March 31 last, did not exercise its 
power under Section 36 of the Act of handing over Rs. 5 
Crores of its coin in excess of Rs. 50 Crores to the Govern- 
ment in exchange for Notes. In the Banking Department 
an increase in Deposits of about Rs. 17 Crores between 
April 5, 1935, and April 3, 1936, has been offset by the 
acquisition of increased Sterling balances to the extent 
of Rs. 10} Crores and the retention of an additional 
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Rs. 64 Crores in the Cash balance. There has been no 
occasion to resort to open market operations during the 
year as conditions have favoured the Bank’s policy of 
maintaining low interest rates with a steady Rupee 
Sterling exchange. 

The easy Ways and Means position of the Government 
allowed Treasury Bills outstanding in the hands of the 
public to be reduced from Rs. 18 Crores on March 31, 
1935, to Rs. 11 Crores on March 31, 1936, while the 
amount held by the Reserve Bank in the Issue Department 
fell from Rs. 36 Crores to about Rs. 20 Crores. The 
average tender rate for the three months’ bill in the same 
period fell from about 1} per cent. to # per cent. In 
addition to purchasing Government’s Sterling require- 
ments during the year the Bank floated on behalf of the 
Government a 3% 1951-54 Rupee Loan of Rs. 15 Crores 
at 964 which was quickly over-subscribed. 

The recently published Niemeyer report on the finance 
of Provincial Autonomy affects the Reserve Bank in so 
far as April I, 1937, is mentioned as the date on which 
Provincial Autonomy might be inaugurated with safety. 
On that date presumably Burma will be separated from 
India and, though an agreement has been entered into 
between the Government of India and the Government 
of Burma that for a period of three years after separation 
the currency system of the two countries shall in effect 
remain unified, the issue of distinctive Bank Notes for 
Burma is contemplated as occurring immediately, while 
a local coinage of different design may also be introduced 
in Burma. The Reserve Bank will still possess the sole 
right to issue Currency Notes and Bank Notes in Burma 
and in all other respects the Bank Act will apply as in 
India. Provision is made that the Indian Rupee shall 
continue legal tender in Burma for such period as may 
be agreed on and any Indian coins retired from Burma 
can be recoined free of charge into Burmese Currency or 
may be delivered to the Governor General in India. 

The introduction of Provincial Autonomy, the Report 
states, will throw a burden on the Central Government 
Revenues in 1937-38 of approximately Rs. 4-50 Crores 
to which must be added the net lossto the Central 
Government of about Rs. 2-75 Crores consequent on 
the separation of Burma from India. Against this sum 
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Rs. 2-58 Crores has already been provided in the current 
year in connection with the new Provinces of Sind and 
Orissa and the subvention to the N.W. Frontier Province, 
and a Reserve Fund of Rs. 2 Crores has also been estab- 
lished. Central Government Budgets in the last few 
years have shown large surpluses from which sums have 
been allocated for rural purposes, thus indirectly antici- 
pating the expenditure which Provincial Governments 
would have incurred so soon as funds permitted. While 
there is no reason to anticipate any setback in the econ- 
omic improvement which has occurred in India in recent 
years it must be noted that at present the balance of 
trade in merchandise alone is insufficient to maintain 
India’s external commitments and allow that flow of 
duty-paying imports which provide the largest item in 
the Central Government’s revenues. Gold exports are 
vitally necessary and it is conceivable that any important 
collapse in the countries forming the gold bloc would 
bring into sight that stability in international monetary 
matters which is so desirable and which would mean that 
the sterling price of gold would no longer be liable to 
fluctuation. Would Indian exports of gold continue 
when the same urge to take profits quickly while they were 
available was no longer present? If not, would it be 
possible to maintain exchange at its present ratio of Is. 6d. 
to the Rupee in the absence of the restoration of India’s 
normal export surplus ? 

The recent decision of the Legislative Assembly to 
terminate the Ottawa Agreement jeopardizes to some 
extent India’s trading relations with the United Kingdom 
and the Empire, a relationship upon which 45 per cent. 
of her total trade depends, and whatever view may be 
taken of the benefits conferred by the Ottawa Pact, it 
is generally agreed that through its provisions India has 
retained a large share of trade which might otherwise 
have been lost. The prices of India’s primary products 
remain at about 50 per cent. of their pre-depression level 
and little improvement can be envisaged, more especially 
if the flow of trade is to suffer in any way. What the 
repercussions will be on the structure of Indian Govern- 
ment finance which is raised on the present relationship 
of the Rupee to Sterling, remains to be seen. In any case, 
Section 55 (2) of the Reserve Bank Act lays upon the 
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Bank the obligation to report to the Governor General 
its views as to the monetary system best suited to India 
so soon as the international monetary position has 
become sufficiently clear and stable to make it possible 
to frame permanent measures. 


The New Argentine Banking Era 
By a Correspondent 


the extent to which the banking and credit situation 

in Argentina has been consolidated and modernised 
by the gradual application of the financial reform 
measures passed by Congress early in 1935. These 
comprised five closely inter-related laws, the first of 
which provided for the creation of a Central Bank of 
Issue and so formed the nucleus of the entire reform 
proposals. The other projects embraced a General 
Banking Law, which provided inter alia for the in- 
spection of banking institutions; the creation of an 
Institute for the Liquidation of Bank Investments 
(Instituto Movilizador); modifications in the laws of the 
official banks; and, finally, a Law of Organisation 
setting up the machinery by which the whole of the 
new system was to be applied. The Central Bank began 
operations as from May 31, 1935, and, through the Law 
of Organisation, practically the whole of the reform plan 
has since been brought into effect. 

The Central Bank, in accordance with the relative 
Law, has sole charge of the Republic’s currency issue 
and has become the financial agent of the Argentine 
Government and the depository of all official funds, 
including accounts arising from the compulsory sale to 
the Government of bills representing the f.o.b. value of 
‘regular ’’ exports at the fixed rate of 15 pesos per £1. 
While the system of exchange control has not been 
fundamentally reorganised, permits for the purchase of 
‘ official ’’ exchange are granted by the Exchange Con- 
trol Office, now also housed at the Central Bank. Since 


l is now possible to take a comprehensive view of 
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the beginning of the current year the Central Bank has 
also quoted daily the selling rate for official exchange, 
which has taken the place of the “‘ average tender ”’ rate 
at which such exchange was previously allotted to appli- 
cants holding the necessary prior permit, the auction 
system having been abandoned. Further, on March 1, 
1936, the Central Bank announced its initial rediscount 
rate at 34 per cent., thereby securing direct control over 
the credit situation. The first consequence of this 
announcement was that the commercial banks auto- 
matically reduced their interest rates on deposits in 
accordance with the relative Banking Law. 

In view of the foregoing events, the recently-issued 
first Report of the Central Bank for the period ended 
December 31 last is of special interest. The Report 
recalls that on May 31, 1935, the gold reserves against 
the note circulation—taken over from the former Conver- 
sion Office—were revalued, and the resulting profit of 
some 701,000,000 pesos was used as follows: (a) in part 
repayment of the Government’s debt to the Banco de la 
Nacién; (b) in repaying Treasury Bills outstanding at 
other banks; (c) in providing the Instituto Movilizador 
with funds to the extent of 390,000,000 pesos; and 
(d) in subscribing the Government’s participation in the 
shares of the new Central Bank and other sundry 
purposes. 

The operations involved by the formation of the Bank 
and the employment of these funds are recapitulated in 
the Report, which also gives details of the manner in 
which the National Government have developed short- 
term local finance through Treasury Bill operations. 
After the consolidation of Treasury Bills which was 
carried out when the Central Bank was constituted, 
there remained outstanding Bills for only 56,450,000 
pesos, which had been regularly repaid from the proceeds 
of new Treasury Bill issues or with funds of the 
Treasury. The placing of new Treasury Bills has been 
made by open tender, and on six separate occasions Bills 
have been so offered, the amount allotted in each case 
having been less than the maximum amount of the relative 
offer. The average rate of discount for these Treasury 
Bills has varied from about 2$ to 3 per cent. 

Comparison of the balance sheets of the Central Bank 
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at May 31, 1935, and that made up to December 31, 
1935, shows that the total gold reserves held at home 
remained unchanged at 1,224,418,000 pesos. The item 
“Gold and Foreign Currencies held Abroad’”’ shows a 
small increase to 129,274,000 pesos. The item “ Con- 
solidated Bonds of the National Treasury’’ shows a 
reduction from 400,000,000 pesos to 221,350,000 pesos, 
attributable to the placing with the banks of “ Parti- 
cipating Scrip’ representing such bonds. A further item 
on the Assets side of the balance sheet, i.e. ““ Guarantee 
Bond,’’ remains unchanged at 118,884,000 pesos; this 
Bond represents the responsibility of the Argentine 
Government for the balance of the note issue which had 
no metallic guarantee previous to the Conversion Law 
No. 3871. 

On the liabilities side of the balance sheet, the item 
“Government Current Accounts ’”’ shows an increase of 
82,848,000 pesos—from 136,338,000 to 219,186,000 pesos 
—this being due principally to operations of the National 
Treasury and to the augmentation of the Exchange 
Profits Fund. A sum of 163,595,000 pesos shown in the 
May balance sheet and representing “‘ Resources for the 
Reserve Fund of the Instituto Movilizador’’ does not 
appear in the end-December balance sheet, the balance 
of the funds of the Institute being included in “‘ Govern- 
ment Current Accounts.”’ 

The gross profits of the Bank for the seven months 
ended December last were 8,465,479 pesos, and the net 
profits, 3,689,790 pesos. The latter amount is distributed 
as follows: (I) 20 per cent., or 737,957 pesos goes to the 
General Reserve Fund; (2) a dividend at the maximum 
rate of 5 per cent. per annum absorbs 370,477 pesos; 
(3) a further 258,135 pesos—iro per cent. of the balance 
remaining after provision for items I and 2—goes to 
General Reserve; (4) 600,000 pesos are allocated to a 
special reserve against contingencies, preliminary ex- 
penses, etc., and (5) the remaining balance of 1,723,219 
pesos is credited to the Government. The Government’s 
combined receipts from the last-mentioned source and 
from the dividend on its shareholding amounts to 
2,014,886 pesos. The subscribed capital of the Bank is 
20,000,000 pesos, of which the Government paid its 
proportion of 10,000,000 pesos on May 31, 1935, the 
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shareholding banks having paid in 4,992,000 pesos at 
various dates up to end-December, 1935. 

The total deposits of the commercial banks at end- 
December, 1935, were 3,350:7 million pesos, against 
which the cash reserves were 827°5 millions. The ratio 
of the cash reserves to deposits, which fell during 1934 
from 17-3 to 14 per cent., rose by the end of 1935 to the 
highest level ever recorded of 24-7 per cent. While the 
Argentine banking situation is thus undoubtedly liquid, 
there is evidence of extreme competition. Argentina’s 
total population is 12} millions, of which 2} millions 
belong to the City of Buenos Aires, in which alone there 
are 26 national and foreign banking institutions. Doubt- 
less in connection with recent large national debt con- 
version operations, the Government is pursuing a cheap 
money policy, thereby assisting to keep bank earnings 
at a low level, and there have been hints that it may 
also be the policy to reduce the number of individual 
banking institutions. This is indicated by the fact that 
the first step taken by the Instituto Movilizador was the 
creation in December last of the new Banco Espanol del 
Rio de la Plata Limitada, with a capital of 20,000,000 
pesos, to take over the liquid assets and deposits of the 
former Banco Espanol del Rio de la Plata, the Banco El 
Hogar Argentino, Ernesto Tornquist y Cia., and the 
Banco Argentino Uruguayo. 

Mainly owing to the issue of notes to reinforce the 
cash holdings of the new Banco Espanol, the note 
circulation of the Central Bank rose from 964,424,000 
pesos at end-May, 1935, to 981,755,000 pesos at end- 
December. The gold and foreign exchange reserve 
against the note circulation at the end of December was 
no less than 138 per cent., the utilisation of the profits on 
the revaluation of the gold reserves to strengthen the 
position of the banks having obviated any inflationary 
development. The high proportion of the cover of gold 
and foreign currency reserves is desirable in a country 
whose economy—being largely based upon the export 
demand for agricultural and other primary products— 
is subject to sharp seasonal vicissitudes. Already the 
stabilising influence of the new régime has been very 
noticeable, inasmuch as for some months past the ex- 
change rates have been held very steadily notwith- 
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standing the virtual failure of the fine cereal crops, an 
event which in former years would inevitably have been 
accompanied by a break in the exchange value of the 
peso. 

It is true that the Central Bank, in addition to its 
normal gold reserves, is now in a position to draw upon 
the outstanding balance of the Government’s Exchange 
Profits Fund, which is being utilised as an Exchange 
Equalisation Fund, but, in this connection, it must be 
borne in mind that the original purpose of the accumu- 
lation of these profits remains, namely, to provide means 
if necessary to reimburse the Grain Regulating Board 
for any losses which may be incurred upon its opera- 
tions. The falling off in the export demand for Argentine 
fine cereals having been due largely to the sharp advance 
in Argentine market prices following the raising of the 
Grain Board’s minimum purchasing prices for wheat 
and linseed in mid-December last, it appears reasonable 
to anticipate that there may be losses on the Board’s 
operations in these grains, whilst the maize crop is also 
short of the original optimistic forecasts. In view, 
therefore, of the probability of large drains upon the 
Profits Fund, the authorities may be loath to alter the 
present exchange régime despite protests by importers 
and others that the difference between the official buying 
and selling rate constitutes virtually a tax upon remitters. 

The above factor is one which will be prominent 
in the imminent discussions regarding a new Anglo- 
Argentine Trade Agreement, the whole situation in 
regard to which is being watched with the closest 
attention by Anglo-Argentine interests. Indeed, the 
negotiations will undoubtedly centre chiefly on the 
questions of exchange concessions and the fair treatment 
of British capital and commerce in return for assurances 
of an equitable proportion of the British markets for 
Argentine products. It is hoped and believed that the 
discussions will continue and mutual recognition of the 
unique interdependence of Anglo-Argentine trade. As 
an earnest of this, an amicable arrangement has already 
been made for the reduction of the period of notice of 
revocation from six to four months. While recognising 
the claims of the Dominions and the present British 
Government’s policy of protecting the home agricultural 
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industry, it is extremely desirable that a basis of settle- 
ment should be reached which will allow Argentina 
sufficient sterling exchange to pay not only for British 
imports but also a fair return upon the enormous amount 
of British capital invested in the Republic. A statement 
recently issued by the Argentine Government demon- 
strates that Argentina has fully observed the Roca 
Agreement both in principle and practice, and it is 
inconceivable that the present negotiations can result in 
any other than a mutually acceptable basis of continued 
financial and commercial interchange. 

The statement points out that the aggregate value of 
imports into Argentina from the United Kingdom during 
the years 1933, 1934 and 1935 was 794,956,000 pesos. 
As the exchange allocated for their purchase during the 
period, calculated at the actual rate of each operation, 
amounted to 813,432,000 pesos, it follows that all British 
imports into the Republic were paid for in full at the 
official rate during the period. The value of imports from 
all other countries amounted to 2,387,107,000 pesos, 
against which the official exchange allotted amounted to 
no more than 1,647,342,000 pesos, or 69 per cent., 
leaving 31 per cent. to be paid for through the “ free ”’ 
exchange market and subject to the surcharge of up to 
20 per cent. The proportion of the total official exchange 
allotted to Great Britain rose from 33-7 per cent. in 
1933 to 39°7 per cent. in 1935. The saving on the cost 
of the service on the Argentine Government Sterling 
Debt enabled increased imports from the United Kingdom 
in 1935 to be paid for through the official exchange 
market, despite the fact that British purchases of 
Argentine export products were reduced in that year. 
Finally, it may be mentioned that, whether or not 
connected with the progress of the present trade treaty 
negotiations, the percentage participation of Great 
Britain in the total Argentine import trade, which fell in 
1935 to 21-1 per cent., against 22-5 per cent. in 1934, 
recovered to 23-1 per cent. in the first three months of 
1936, against 22-2 per cent. in January-March, 1935. 
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Chinese Monetary Reforms 


By Y. C. Evan Lou 


HINA’S abandonment of the silver standard on 
( November 4, 1935, was the climax of a long 

series of crises resulting from the fluctuating price 
of silver. An attempt is here made to assess the causes 
of these fluctuations and the effect of the subsequent 
monetary reforms. 

The complications of the Chinese monetary system in 
recent years will be appreciated when it is remembered 
that although China was nominally on the silver standard, 
the units of measurement were different in various locali- 
ties, the Shanghai tael and the Tientsin tael, for example, 
being of different value. Furthermore, over-issue of the 
small copper coins had led to their continuous depreciation. 
The situation was further complicated by the number of 
banks permitted to issue notes, often without sufficient 
backing. Accentuating this internal chaos was the fact 
that China was the only country in the world on a silver 
standard. 

Now the price of silver depends not only on the 
conditions of its own supply and demand but also on the 
price of gold. A rise in the price of gold against silver 
means a lowering of the value of silver in terms of gold, 
and unless the general price-level of commodities in 
terms of gold fell to an equal extent, the Chinese exchanges 
would be depressed. Conversely, a rise in the price of 
silver against gold leading to withdrawals of silver from 
the country would lead to a scarcity of currency units and 
falling internal prices. This is only one way in which the 
Chinese economy was dependent on external events. 
The same argument can be deduced from changes in the 
price of silver and other commodities, expressed in sterling 
or any other stable currency divorced from gold. 

More immediately the silver dollar was dominated by 
the sterling-dollar-yen triangle. England, Japan and the 
United States are the only powers qualified to have a say 
in Far-Eastern diplomacy, and in the last few years a 
complicated and persistent fight has been fought for the 
domination of the Chinese market. The chief weapons 
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have been currency depreciation, to secure a greater 
proportion of international trade, and attempts at 
currency alliances that would tie the market to their 
respective blocs. 

An outline of the historical background to the events 
that led up to the abandonment of the silver standard, is 
necessary to appreciate the situation. From 1926, when 
accurate price-data first became available, up to 1931 
China had been enjoying a period of comparative pros- 
perity as measured by the slowly but steadily rising prices. 


Table I 
Index Numbers of Wholesale Prices and Cost of Living 
Period Shanghai N. China Tientsin Hankow 
Wholesale Cost of Wholesale Cost of Wholesale 
Prices Living Prices Living _ Prices 
E920 «jj -. 100°00 100: 00 100+00 100° 00 — 
19027 .. -- 104°4 106-7 103*02 10560 — 
1928 .. .. IOIeZ 102°5 107+98 10951 — 
7920... .» 2eges 107°g I11-08 115-67 — 
FO30 .. is TEQ*S I2I°4 115°85 118-81 100-00 
Oo. _ 3 2aer9 125°9 122°55 113-80 I14°5 
1932 .. -. II2*4 11g‘ 112-87 105*24 112-4 
1933. «« 2038 107°2 100°59 92-48 98-9 
EOG4 as ee 7 106-2 g1-78 — 89-0 
1935— 
Jan. -- 99°4 I10°g 96-13 100*04 g2°I 
Feb. -- 99°9 109:0 96°88 97°04 g1°8 
Mar. .- Q96°4 104°8 95°82 96-07 89-8 
Apr. -+ @5°9 106-1 95°34 95°40 gI:0 
May -- Q95°0 105-6 95°13 g3-02 89°3 
June -. gaa 105°9 93°40 97°30 87°4 
July -- QO°5 105°2 gi-81 95-24 88-1 
Aug. + @t9 104-6 Q2°17 100+ 40 87°3 
Sept. 3 GEE 105°4 90-68 g8+07 86°5 
Oct. > “Gees 103°9 94°20 99+ 02 80°4 
Nov. = BegrS 109*2 100-88 106-88 go:2 
Dec. s« Beaeg 109°3 — a gI-2 
1936— 
Jan. -.- 104°3 III-O — — — 


During these years foreign trade maintained a high 
level, though the trade balance was seldom favourable. 
Internally, the greater part of the country was, nominally 
at least, under the régime of the Nationalist party in 
Nanking. A comparatively peaceful period could be 
observed everywhere. Then came the Wail Street col- 
lapse of 1929, which initiated a period of falling prices 
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the world over. Fortunately for China the steady fall in 
the price of silver enabled her to swell her stocks of silver 
bullion, and also enabled the upward trend of internal 
prices to be maintained throughout the first two years of 
the world-wide trade depression. 

By the middle of 1931 prices began to show signs of 
decline. The bottom of the fall in the price of silver was 
reached at the same time. The exchange rates became 
more favourable, and with the growing over-valuation 
of her currency China found a restrictive policy in trade 
and commerce absolutely necessary. The rising price of 
silver was accentuated by the breakdown of the gold 
standard in the West, headed by the British suspension in 
September. The situation was aggravated by the Man- 
churian incident in the same year, which created con- 
ditions of such nervousness as to prostrate all economic 
activities. The period of calm was succeeded in 1932 
by an era of depression. 

Every country, driven by dwindling international 
trade, was trying to secure new markets. The depreciation 
of sterling gave the countries of the sterling bloc a tem- 
porary advantage, but their position was undermined by 
the abandonment of the gold standard by the United 
States Government in 1933. In the meantime the 
Japanese had depreciated the yen to an even lower level 
than sterling. The World Economic Conference of 1933 
marked the division of the world into currency blocs, 
mutually competing for financial supremacy. In the 
Pacific the sterling-yen-dollar triangle were in direct 
competition, and various steps were taken to secure 
domination of Chinese trade. 

The first was the London Silver Pact, of which China 
was a signatory. Although this tended to retard trade 
in China in that the price of silver was likely to be raised 
by its working, China was unable to adopt even a non- 
ratification policy for, in case of China’s opposition, the 
American Government could control the price of silver by 
other methods. The agreement marked the beginning 
of the raising of the price of silver by artificial means. 

Meanwhile, prices in China continued to fall, and the 
external balance of payments became more adverse. 
In consequence China began to lose silver. From 1931 
to 1933 the Chinese and foreign banks in Shanghai 
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reported an increase in their silver stocks amounting to 
$300 millions. This was partly the result of a drain of 
silver from the interior, the trade balances of which 
against Shanghai and other cities were unfavourable. 
However, from 1932 onwards silver began to leave the 
country, the loss reaching serious proportions in 1934, 
when it amounted to $257 millions. 

The reasons for this may be found in the policy of the 
United States. According to the London Silver Agree- 
ment the American Government agreed to buy up the 
silver produced: within its own banks. In June, 1934, 
however, an Act was passed permitting the President to 
nationalise silver stocks at home and buy silver in the 
foreign markets at such prices as he thought advisable. 
There was in this no intention of lowering the Chinese 
economy, but China was so short of silver that on 
November 14, 1934, the Government had to pass an 
Embargo law in the form of a graduated export tax on 
silver. Silver was now under-valued in China, and there 
was an incentive to smuggle it out of the country for high 
profits. During 1935 a great deal of silver was lost in this 
way, especially in the North where political conditions 
were particularly favourable for smuggling. 

During the first few months of 1935 there were several 
banking failures, including some foreign banks, and 
liquidations were common among the native banks and 
small-money shops. The Nanking Government found it 
increasingly difficult to finance its budget by borrowing, 
either by Treasury bills or by loans. Trade stagnated. 


TABLE II 
Firms in Shanghai affected by the depression 
Newly- 
established Reorganised Closed 
1933 ar iin 100 100 100 
1934 as wis 80 2,116 17I 
1935 + . 55 3,055 234 


This delayed advent of depression to China was not 
due entirely to monetary causes. It is the writer’s 
belief that currency movements have been the result 
of some fundamental maladjustment which is awaiting 
solution. 

Suggestions for an international loan to assist China 
in the task of recovery and reconstruction came from 
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London, but were unfavourably received by the U.S.A. 
and hotly opposed by Japan. An American mission went 
to China in April, 1935, to examine conditions, but, like 
other similar missions, nothing came of it. The final 
phase probably began with the arrival of Sir Frederick 
Leith-Ross, economic adviser to the British Government. 
His presence, though welcome to the Chinese, was 
regarded with suspicion by the Japanese, and proposals 
for an Anglo-Japanese alliance were continually turned 
down. However, the strain of low prices and scarcity of 
money were threatening to ruin the industrial structure 
and the need for reform was desperate. 

An order which completely altered the country’s 
monetary system and pronounced the nationalisation of 
silver was published on November 4, 1934. The three 
main points are as follows : 

1. The bank notes issued by the Central Bank of China, 
the Bank of China, and the Bank of Communications 
were made legal tender money in all Chinese territories. 
No silver coin is permitted to enter into circulation. All 
other issuing banks were required to withdraw their notes 
within two years. 

2. The above three banks must undertake to buy and 
sell foreign exchange, unlimitedly, so that the legal tender 
money shall have a stable value as against other currencies. 

3. A Supervisory Commission was set up for the in- 
spection of note issue and the problem of reserves. 

Confidence was not at first readily felt in either the 
measure or the ability of the Government to put it into 
effect. The attitude of the Japanese was inimical, and 
remains so. The position of Great Britain has been the 
subject of various rumours, originating largely from the 
presence of Sir Frederick Leith-Ross and the action of 
Sir A. Cadogan in advising the British banks to relinquish 
their silver stocks in exchange for notes. The Chinese 
dollar is said by many to have joined the sterling bloc, 
but a truer account of the position is that Britain is 
certainly interested in the success of the reform, with the 
yen hotly opposed and the dollar for the moment neutral. 

Criticisms of the measure in China have been numerous. 
Some maintained that inflation was inevitable and would 
not be beneficial, as China depended primarily on world 
agricultural prices, which remained low. Others held 
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that the power of the Chinese Exchange Equalisation 
Fund would prove inadequate, and yet others argued that 
the circulation of paper money in the interior was not 
feasible. This last point has in fact caused difficulties 
to various provincial governments. 

As far as can be judged, however, the measure has 
been successful. ‘able I shows that prices in the more 
important cities have had an upward tendency since 
November, as has also the cost of living. Trade figures 
reveal an increase in exports and a decrease in imports. 


1935 Imports Exports Total 
Chinese dollars ’oo0o 

Oct. - -» 61,175 48,399 109,575 

Nov. nu ~. 2a4a0 60,233 132,669 

Dec. ie .. 6522 70,575 135,799 


Though these results are encouraging, China’s economy 
remains exposed to flights of capital, which by depleting 
the Equalisation Account would make the maintenance of 
the exchanges more difficult, and which would soon affect 
internal circulation and prices. Moreover, the dollar 
exchange stability still depends on the price of silver in 
the United States, for American Government action 
could easily cause a run on the Chinese exchanges. 
At the moment the Chinese dollar is pegged at 1s. 24d. 
per dollar for sterling, $103 to the yen, and $29? to 
the American dollar, but the uncertainties of future 
American policy make it doubtful if these rates can be 
maintained. 

Finally as regards the note-issue, the large increase in 
the number of notes has been due partly to the withdrawal 
of the silver dollar from circulation, and partly to the lack 
of currency in the interior owing to smuggling. Bankers 
have complete confidence in the specie reserves, silver 
stock in Shanghai alone being enough to back a circulation 
twice the present amount. “The percentage is, according 
td Mr. T. V. Soong, 112 per cent. silver as against 100 per 
cent. bank notes. Thus there are no fears concerning 
currency inflation. For political reasons, the reserves 
are kept in different centres with local boards of control. 
Whatever the advantages and disadvantages of centrali- 
sation of the reserves, this question will be decided 
primarily by political considerations. The following 
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table shows the note issues of the three Government 
Banks, the other banks’ note issue being kept constant : 


Central Bank of Bank of 

Bank China Communi- 
cations 

1935 $ thousand $thousand §$ thousand 
Jan. 4 .. 89,056 131,562 56,115 
Feb. 4 .. 92,832 115,957 460,424 
May ss .» 93,312 112,428 44,280 
July os .. 105,718 115,684 40,440 
Sept. va .. 117,619 114,531 49,130 
Oct. ~ o» 231,260 119,445 54,862 
Nov. oa .. 150,892 147,005 69,810 
Dec. “a .. 176,065 175,067 84,310 

1936 

Jan. si .. 220,641 308,118 190,809 


The foregoing description, it is hoped, has shown the 
causes underlying the drastic measures which the Nanking 
Government found it necessary to take. The passing of 
the reform has to some extent eased the critical situation. 
Whether it will continue to improve the position, time 
alone can tell. 


American Banking 


By a Correspondent 


LTHOUGH the indices of business activity showed 
A substantial improvement, sentiment in financial 
circles deteriorated during April and the first week 
of May. There were a number of developments at home 
and abroad to account for the unsettlement. The most 
obvious was the fall in the stock market; but it was 
impossible to say to what extent this was a cause and to 
what extent an effect of the change in sentiment. 

The uninterrupted advance of the stock market for 
over a year, which had lifted average prices some 62 per 
cent. above the levels of March, 1935, had been itself a 
matter for uneasiness, and the subsequent decline of 
about 12 per cent. in the latter part of April was no more 
than might normally have been expected. But the 
impetus towards a more critical examination of affairs 
which a declining stock market always gives came at a 
time when Wall Street was becoming acutely conscious 
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that it was much less master of its fate than it had for- 
merly thought itself to be. The principal cause of 
uncertainty was politics—at home and abroad. 

The disturbed European political situation and the 
financial crisis in France served as a reminder that the 
prolonged flow of capital to the United States from Europe 
in the past two years had rendered the American markets 
vulnerable to any important change in conditions abroad 
that might send foreign money flowing out again. 
Although exact figures are available only to the Treasury, 
it is generally agreed that Europe had on deposit here at 
least $1,000 millions and that possibly another $1,500 
millions has gone into American securities. 

There does not appear at the moment any reason to 
expect a substantial recall of these funds and from the 
standpoint of excess gold reserves and banking liquidity 
there would obviously be no difficulty in repaying them. 
Nevertheless the situation is one which will require a 
more sensitive response to foreign developments than the 
American markets have sometimes given in the past. 

On the score of politics at home the developments 
were partly real and partly conjectural. Among many 
bankers and industrialists the prospect of the re-election 
of President Roosevelt is arousing great anxiety. His 
animus against ‘‘ big business ’’ has never been concealed 
and it is widely feared that, secure in the White House 
for a second term and unconstrained by the necessity of 
facing another election, Mr. Roosevelt might prove even 
more hostile than in the past. 

A more concrete subject of concern was the new tax 
Bill proposed by the President which was passed by the 
House of Representatives late in April by the over- 
whelming vote of 267 to 93 in the face of vigorous 
opposition on the part of business and financial leaders. 
The Bill involves a revolutionary change in the corporation 
tax system so as to tax not total income, as at present, 
but only that portion of income not distributed to 
shareholders. It is more a matter of financial reform 
than a revenue-producing measure and it has been 
attacked not merely as destructive to sound business 
practice but as unlikely to produce as much revenue as 
would existing taxes. 

A less definite occasion for concern was the impression 
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in the Wall Street community that the Roosevelt 
Administration welcomed and, in an indirect way, 
fostered the recent stock market reaction. This was 
based upon the fact that after the decline had already 
begun officials of the Federal Reserve indicated their 
willingness to see newly-devised margin regulations ( 
operate so as to promote further liquidation; officials 
of the Securities and Exchange Commission began a 
drive against some of the foremost houses in the Street 
for alleged infractions of the regulations concerning 
market operations, and newspapers friendly to the 
Administration began to publish articles implying that 
the rise in stocks had overreached itself. The suspicion, 
whether justified or not, was that the party in office 
wished to see a declining market at this time so as to 
enhance the prospects of a rising trend just before the 
election next November. Even if this notion was far- 
fetched, there was enough in it to remind Wall Street 
that the course of the security markets is now completely 
dependent on developments in Washington which cannot 
be predicted or to any great extent influenced by Wall 
Street itself. 

The institution of Regulation U, governing bank 
loans on stocks, which was one cause of the suspicion of 
official approval of a falling market, was a further step 
in the direction of governmental control of banking 
operations. The regulation, limiting the amount that 
can be lent for the purpose of purchasing or carrying 
stocks to 45 per cent. of the market value in the case of 
an individual and 60 per cent. in the case of a broker 
had been revised so as to conform approximately with 
suggestions of the bankers themselves; but shortly 
before it was to go into effect, on May 1, it was realized 
that because of technical problems connected with 
brokers’ borrowings the regulation might prove much 
more drastic than intended unless clarified by interpreta- 
tions on the part of the Board of Governors of the Federal 
Reserve System. Hurried appeal to the board by 
bankers and officials of the Stock Exchange appeared at 
first to meet with a sympathetic reception; then there 
was a sudden change of attitude and the bankers were 
told, in effect, that if the regulation did operate as they 
feared it would, the board would not object. 


——— 
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Since the point raised by the bankers was that, in 
practice, brokers would be compelled to keep all their 
loans margined up to the maximum even in a falling 
market, and would, in turn, have to require the same 
course of their customers, the conclusion was reached 
that the Reserve Board, dominated by the President, 
approved a situation which might provoke heavy liqui- 
dation in a falling market. Although not all bankers 
are agreed upon how the regulation will work in practice 
a few of them are extremely pessimistic. 

Statistically the banking position has shown no im- 
portant change in trend. Excess reserves, having been 
temporarily reduced through the March financing opera- 
tions to $2,310 millions, or $1,000 millions below the 
high record of last December, have recovered to $2,700 
millions as a consequence of renewed gold imports and 
the disbursement by the Treasury of funds previously 
accumulated. Over the near future a renewed moderate 
decline may be expected as the Treasury piles up funds 
against the projected soldiers’ bonus payment, beginning 
in June, but as soon as the bonus payments begin excess 
reserves should rise sharply, possibly to a new high. 

Member bank credit has continued to expand, but 
Government securities, either direct or indirect, constitute 
the only important outlet for bank funds. 


(In millions of dollars) 
Increase or Decrease 


since 

April 29, April 1, May I 

1936 1936 1935 
Demand deposits adjusted .. -. 14,258 +680 +2,027 
Deposits of foreign banks .. - 353 — 21 + 157 
Total loans and investments .. 21,795 +174 +1,836 
Loans on securities .. ‘ a 3,304 — 9 + 85 
Other loans .. - Be i 5,039 — 40 + 103 
U.S. Gov’ts, direct and indirect .. 10,083 +175 +1,399 
Other securities i - eu 3,369 + 48 + 249 
Reserve with Fed. Res. Banks .. 4,416 +550 + 675 


Although Government obligations continue to be the 
chief outlet for bank funds there has been no great in- 
crease lately,so far as the larger banks are concerned, in the 
proportion of assets carried in the form of Government 
securities. A compilation of the first-quarter statements 
of the leading New York City banks showed that on the 
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average these banks held 32-3 per cent. of assets in 
Government securities against 30 per cent. at the end 
of last year and 33-1 per cent. in the first quarter of last 
year. These banks had 26-4 per cent. of all assets in 
cash against 30-1 per cent. and 22-9 per cent. three 
months and a year before, respectively, while loans, 
discounts and acceptances at the end of the first quarter 
accounted for 28 per cent. of total assets against 28-2 per 
cent. on December 31 last and 29-7 per cent. a year ago. 
Incidentally the twenty largest banks of the country 
held one-fifth of the total Government debt as of March 4. 


French Banking 


By M. Mitzakis 


HE French money market has come to a critical 
stage of its history. The result of the general 
election, which was characterised by the very 
marked success of the Extreme Left parties, provoked 
another weak spell of the franc. Since the end of April, 
and especially at the beginning of May, gold exports 
have been resumed on a large scale. The Bank of 
France had to raise its rediscount rate to 6 per cent. 
on May 6. In face of the gold drain it had already been 
found necessary to raise the rate from 3} to 5 per cent, 
on March 28. For the moment that had a favourable 
effect, especially as the Finance Minister, M. Régnier, 
made an emphatic statement rejecting the idea of 
devaluation and gold embargo. He declared himself 
against the alteration of the Stabilisation Law of June 25, 
1928. 

, Nevertheless, the increase of the bank rate at the 
end of March was unable to restore confidence sufficiently. 
Throughout April the trend was unfavourable for France. 
The gold reserve which amounted to Frs. 65,587 millions 
on March 27, declined to Frs. 63,917 millions on April 3, 
Frs. 62,972 millions on April 10, Frs. 62,488 millions on 
April 17, Frs. 61,937 millions on April 24, and Frs. 60,768 
millions on May 1. Within five weeks, therefore, it 
declined by Frs. 4,819 millions, or over {£64 millions. 
It is worth noting, however, that while the decline was 
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Frs. 1,670 millions during the week ended April 3, it 
was only Frs. 1,045 millions on the following week, and 
only Frs. 484 millions on the week ended April 17. 
During that period, the gold outflow gradually declined. 
It appeared as though distrust was inclined to disappear. 
Nor was the week ended April 24 too unfavourable for 
the franc; the gold withdrawals amounted to only 
Frs. 551 millions. The Bank of France, in possession of 
a reserve of Frs. 62 milliards, was in a position to stand 
such withdrawals. 

The situation became considerably aggravated after 
the election of April 26. During the week ended May 1, 
gold withdrawals increased to Frs. 1,169 millions, and 
on the days following the second ballot on May 3 there 
was a further increase. It was at that stage that the 
Bank of France raised its rediscount rate to 6 per cent. 
This measure was unavoidable. The money market had 
become very stringent, not only owing to the flight of 
French capital, but also because of the increase of internal 
hoarding. The prospects of the advent of a Government 
of the Front Populaire caused withdrawals of deposits. 
Savings banks were also subject to withdrawals. The 
public wanted to hold bank notes in the hope of being 
able to escape the capital levy advocated by Socialists 
and Communists. This internal hoarding made money 
very tight. If it did not lead to a corresponding increase 
in interest rates it was because the Bank of France, in 
spite of having raised its rediscount rate, met all credit 
requirements. The volume of private resources has 
contracted considerably. 

The following figures show the development in the 


Paris money market :— 
End of End of End of 
Feb. Mar. April 


1936 1936 §=©.1936 
% % % 


Banque de France, rediscount rate 7 34 5 5 
Market rate of discount .. i hs 33 5 St 
Day-to-day money . 33 33 4t 


Loans on Bons de la Défense Nationale :— 


Market rate for one month .. - 32 54 54 

Market rate for 3 months ne ie 32 -— 5 
Rates on loans on securities :— 

On the Parquet ate Hs bs 38 53 54 

On the Coulisse ‘a ive ah 7% 88 9} 
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Throughout April the market rate of discount 
remained above 5 per cent. It was above the bank 
rate, although normally it should be under the bank rate. 
This anomaly proves that the money market remained 
steadily dependent upon the central bank. The latter 
was the sole source of credit, and its rate had to become 
that of the market. The rates of loans on Bons de la 
Défense Nationale also remained over 5 per cent. for 
one month. Interest on Bourse loans rose to 5% per 
cent. on the Parquet and 9g} per cent. on the Coulisse. 
On May 6, when the bank rate was raised, the market 
rate of discount also advanced to 6 per cent. 

It is worth pointing out that at no time since the 
stabilisation of the franc has there been such a degree of 
stringency in the French money market. In 1935, on 
the occasion of two crises of the franc, the Bank of 
France had to raise its rediscount rate to 6 per cent, 
but on those occasions the tension was not as acute. The 
leading joint-stock banks were then able to avoid falling 
back upon the Bank of France. This time the with- 
drawals of their deposits compelled them to rediscount 
part of their portfolios. 

The predominant position of the Bank of France as a 
source of credit appears in its returns. On May 1, 
on the eve of the end-of-month pressure, its discounts 
exceeded Frs. 15 milliards, against Frs. 12,239 millions 
at the end of April, Frs. 9,151 millions at the end of 


February, and Frs. 9,414 millions at the end of January. - 


In 1935, on the occasion of the crisis of May—June, 
discounts amounted to only Frs. 8,352 millions, and 
during the crisis of November to only Frs. 11,218 
millions. Its present amount is in excess of the maxi- 
mum registered for last year. It indicates the extent of 
the support given by the Bank to the market. Un- 
questionably, the increase of discounts was due to a 
considerable degree to loans granted by the Bank of 
France to the Treasury. During the last few months the 
central bank admitted Treasury bills for rediscount, in 
order to supply the funds required by the Government 
to meet its maturities. The increase of discounts was 
also in part due to credits granted to commercial banks, 
which had to resort to the Bank of France in order to 
replenish their cash reserves. 
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A few years ago the leading banks were able to show 
an exceptionally high degree ‘of liquidity. At present 
their position is much less favourable. This is indicated 
by the fall in private deposits with the Bank of France, 
representing mainly the deposits of banks and large 
companies. In May, 1935, it amounted to Frs. 14 
milliards. In November, 1935, following upon a heavy 
outflow of gold financed through withdrawals of deposits, 
they declined to between Frs. 10 and 11 milliards. Since 
then they have continued to decline. At the end of 
February they amounted to only Frs. 8,542 millions, at 
the end of March to Frs. 8,168 millions, at the end of 
April to Frs. 6,584 millions. They have never before been 
as low. To realise the extent of its decline it ought to 
be recalled that in 1932 it was over Frs. 25,500 millions. 
These figures speak for themselves. 

The following table shows the changes in the bank 
return during the last two months :— 

End of Endof End of 

Feb., Mar., April, 

1936 1936 §=.1936 








ASSETS. (Millions of francs) 
Gold Reserve xe ai “ es 65,789 65,587 60,768 
Foreign Exchange reserve (total) .. I,II7 1,110 1,126 
Sight .. es - - i 6 8 6 
Time i 0 cs ss 5 I, III I,102 I,IIg 
Discounts (total) .. - os ne 9,951 12,239 15,021 
French bills i : ace oF 9,860 12,052 14,843 
Bills on Foreign countries. - gI 187 17 
Advances on bullion ns en ‘a 1,222 1,228 1,671 
Advances on securities .. asa ee 3,250 3,225 3,533 
Advances up to 30 days - ea 932 671 ~=1,058 
Bonds of the Caisse Autonome .. - 5,708 5,708 5,708 
LIABILITIES. 
Note circulation .. aie 81,239 83,197 84,138 
Current and deposit accounts (total) - 11,559 11,323 9,562 
Of which— 
Treasury ‘a “ a 100 80 go 
Caisse Autonome “ a ne 2,754 2,808 2,602 
Private accounts a ” a 8,542 8,168 6,684 
Sundry .. * se “a 164 266 186 
Total of sight liabilities .. ne ea 92,798 94,520 93,701 
Percentage of gold cover ‘i ..  70°89% 69°390% 64°85% 


_ Rediscounts are not the only item which showed an 
increase, Advances on bullion rose during April from 
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Frs. 1,228 millions to Frs. 1,671 millions. Advances on 
securities rose from Frs. 3,225 millions to Frs. 3,533 
millions, and thirty-day advances rose from Frs. 671 
millions to Frs. 1,058 millions. Every form of credit 
has been made use of. In spite of this expansion of 
loans, total sight liabilities declined from Frs. 94,520 
millions to Frs. 93,701 millions. It is true that the gold 
reserve also declined from Frs. 65,587 millions to Frs. 
60,768 millions. The percentage of gold reserve to 
sight liabilities declined from 69-39 per cent. to 64°85 
per cent. 

The position of the franc has thus further weakened. 
Nevertheless it remains strong, as the gold stock still 
represents nearly two- thirds of the note circulation. 
Moreover, the amount of foreign balances in France has 
disappeared completely. On the contrary, as a result 
of the outflow of capital, France now owns huge balances 
abroad. 

What will be the fate of the franc under the new 
majority which will control Parliament from June 1? It 
is certain that the electorate declared itself almost unani- 
mously in favour of maintaining the parity of the franc. 
To realise this it is sufficient to refer to the difficulties of 
M. Paul Reynaud to obtain re-election in a constituency 
which was very favourable to him. But the future of 
the franc will depend not so much upon the will of the 
electorate as upon the policy of the new Government. 
It has a financial programme that differs from the 
programme of its predecessors. It means to revive 
trade with the aid of public works which would reduce 
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the burden of taxation and would increase the purchasing 
power of the public. But will it be possible to carry 
out such a programme without reverting to inflation? 
The answer to this question will determine the fate of the 
franc. 





German Banking 


By a Correspondent 


HE volume of lending by the Reichsbank again 
showed an upward curve during April. This corre- 
sponds in part to seasonal developments, but it 

also indicates the trend of trade. During the first three 
weeks of April, 77 per cent. of the increase of Reichsbank 
loans at the end of March were repaid, compared with 
58 per cent. in 1935, but the actual figure was much 
higher, so that in spite of the reduction the amount is 
still higher than it was a year ago. The increase was 
most noticeable towards the end of the month, while 
during the month money was very easy. Reichsbank loans 
increased at the end of April by Rm. 564 millions, against 
Rm. 347 millions in 1935. Of this Rm. 196 millions was 
repaid during the first week of May compared with 
Rm. 221 millions last year, or only 35 per cent. against 
64 per cent. MRediscounts are particularly affected. 
There is a steady decline in the amount of securities 
eligible for note cover, which declined by Rm. 96 millions 
in April against Rm. 53 millions in 1935. During the 
first week of May there was a further decline of Rm. 11 
millions against Rm. 16 millions in May 1935. This is 
explained by the fact that the security holding consists 
mainly of taxation scrips which can be used for the 
payment of taxes, so that there is always a strong demand 
for them at the beginning of the fiscal year, and the 
Reichsbank is able to unload part of its holding at a 
profit. The Reichsbank has thus been able to follow its 
declared policy that in the course of its open market 
operations it would acquire only self-liquidating securities. 
The development of the bill portfolio indicates that the 
financing of public works did not affect this policy. 
While balances with the Reichsbank are smaller than a 
year ago, the requirements for notes have increased as a 
result of the increased trade activity, and possibly also of 
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improved agricultural conditions. At the end of April 
the note issue amounted to Rm. 6,346 millions against 
Rm. 5,834 millions a year ago, and Rm. 5,642 millions 
two years ago. 

The development of the figures of the bank return was 
affected by the placing of one-name paper by the Gold 
Discount Bank. The amount of outstanding bills in- 
creased during April from Rm. 750 millions to Rm. 862 
millions. This was the result of easy money conditions, 
but it seems that the bills rediscounted at the end of the 
month included a certain amount of one-name papers. 
Thus, while this method absorbs the liquid resources for 
the financing of public works, it also leads at times to an 
increased demand for accommodation from the Reichs- 
bank. 

The Reichsbank’s holding of gold and exchanges 
declined in April from Rm. 77-2 millions to Rm. 75-4 
millions. The actual requirements of import surplus must 
have been larger, as the amount of gold held in trust by 
the Gold Discount Bank on account of the former banks 
of issue decline from Rm. 74:14 millions to Rm. 68-40 
millions. 

The monthly returns of the five leading Berlin banks 
shows an increase in outside resources of Rm. 66 millions, 
after the slight decline in February. This was due to the 
change in the method of financing public works. Now- 
adays unemployment relief bills reach the Reichsbank 
only after a reasonable interval; the requirements of 
industry have to be met by the banks. The change was 
expressed in the monthly return of the banks for the first 
time in April. The bill and cheque holding of the leading 
Berlin banks advanced this month by Rm. 42 millions, 
but the decline of bills maturing within more than 
go days was Rm. 68 millions, its present amount being 
Km. 150 millions. The increase of outside resources 
caused by this change is accompanied by a decline of 
acceptance liabilities and of loans. The banks were also 
able to unload part of their security holdings, consisting 
of the undigested portions of former issues. This improve- 
ment in liquidity enabled the banks to keep the new bills 
in their portfolio, as is indicated by the change in the 
amount of endorsements. The figures of the leading 
provincial banks showed similar changes. 
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The Girozentralen, which are the central institutions 
of savings banks, experienced a slight decline in their 
outside resources in March after their increase in February. 
This was due to the slight excess of withdrawals of 
savings deposits over the influx of new deposits in March. 
Savings deposits were invested in shares as a result of the 
recent rise in equities. 

Swedish Banking 
By a Correspondent 

OR April the Swedish joint-stock banks reported a 
EF further increase in advances of about Kr. 36 

millions accompanied by a decrease in deposits of 
Kr. 16 millions, which has led to a rise of the total surplus 
of advances over deposits from Kr. 52 millions to Kr. 169 
millions, compared with a corresponding surplus of 
Kr. 297 millions in April, 1935. The rise of advances 
was particularly marked for mortgage loans, which, 
owing to the seasonal revival of the building activity, 
rose from Kr. 1,578 millions to Kr. 1,596 millions. Trade 
revival also brought about a rise for home bills of some 
Kr. 15 millions to a total of Kr. 1,103 millions. Total 
advances of the joint-stock banks amounted at the end of 
April to Kr. 3,918 millions, which is about the same 
figure as in April, 1935. This increase in advances and 
market requirements for fresh credit accommodations 
have naturally led to a contraction of cash holdings, 
which together with sight bills declined in April from a 
total of Kr. 354 millions to Kr. 280 millions. 

The joint-stock banks’ net balances with foreign 
banks and bankers fell in April by Kr. 5 millions to a 
total of Kr. 102 millions. Since during the same period 
the Bank of Sweden reduced the foreign currency reserve 
by about Kr. 24 millions, total foreign holdings of the 
Bank of Sweden and the joint-stock banks contracted by 
Kr. 18 millions to a total of Kr. 1,232 millions. The 
decline is partly offset, however, by gold purchases 
amounting to Kr. 7 millions which is equal to 12°5 
millions of paper Kronor. The Banks’ total gold reserve 
amounted at the end of April to Kr. 462 millions, which 
corresponds to 816 millions of paper Kronor. 
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During the period under review the leading Swedish 
joint-stock banks floated in Sweden two large foreign 
loans. In April the “big group,” i.e. the Svenska 
Handelsbanken, the Skandinaviska Kredit and the Stock- 
holms Enskilda offered a 3? per cent. Norwegian State 
guaranteed mortgage loan of nom. Kr. 20 millions, which 
so far has not yet been entirely placed. A few weeks 
later the Svenska Handelsbanken and the Skandinaviska 
Kredit offered in Sweden nom. Kr. 20 millions of a 
4 percent. Danish Stateloan. As this latter loan gave an 
eftective yield of 4-23 per cent., subscription lists had 
to be withdrawn after only one hour. In connection 
with this issue the Svenska Handelsbanken and the 
Skandinaviska Kredit granted the Danish State a short 
term credit of Kr. 15 millions against 3 per cent. Treasury 
Bills redeemable within four years. This accelerated 
foreign lending of Swedish banks has caused fears in 
certain quarters, that the present system of cheap 
money which is necessary for the continuance of the 
boom in Sweden, might be endangered by such a policy. 
In view of Denmark’s currency difficulties and of the 
somewhat radical economic policy of the Norwegian 
Labour Government a further increase in the already 
heavy indebtedness of these countries to Sweden is not 
considered advisable in certain quarters. It ought to be 
added, however, that the Kr. 15 millions short credit 
to Denmark does not imply any outflow of capital since 
the credit is going to be used only for redemption of 
current Danish short term liabilities in Sweden. 


Books 


THE THEORY OF INTERNATIONAL TRADE. By GOTTFRIED 
Von HABERLER. (London, 1936: William Hodge 
& Co. Price 2is. net.) 


Most academic economists, in dealing with the theory 
of international trade, assume the existence of what they 
consider ideal conditions, and base their conclusions upon 
a world of make-believe. Not so Professor Haberler. 
With a commendable sense of realities, he takes the 
world, not as it ought to be, but as it is, and endeavours 
to elaborate his theory accordingly. Instead of showering 
invectives upon the “ abnormal ”’ factors interfering with 
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the free flow of international trade and finance, he takes 
these factors as they are, and builds up his theory of 
imperfect competition. In Part I he deals with inter- 
national trade from a monetary angle, while in Part II 
he discusses trade policy in a spirit of realism. Although 
he believes in Free Trade, he takes the trouble of 
analysing scientifically the vast array of obstacles to the 
free interchange of goods, instead of merely denouncing 
them as evil. 


MoNETARY Poricy AND Crisis. A STUDY OF SWEDISH 
EXPERIENCE. By BRINLEY THOMAS. Preface by 
HuGu Datton. (London, 1936: George Rout- 
ledge & Sons. 7s. 6d. net.) 


THE author’s conclusion is that the lesson of the 
Swedish experiment indicates that a slump can be cured 
and a recovery accelerated when the Government and 
Central Bank co-operate to diminish uncertainty and to 
furnish the conditions necessary for a revival of invest- 
ment. Mr. Thomas is not an unconditional admirer of 
the Swedish monetary policy. As he points out, it would 
have been better if a bold spending policy had been 
adopted in 1933. He also remarks that the prosperity 
of 1935 is not free from instability. While under existing 
conditions Sweden can carry her rigid income structure 
without difficulty, taking a long view she is not altogether 
independent of international conditions of prosperity. 
The book is a welcome antidote to the overdose of the 
teachings of the Austrian school of which the majority of 
English readers of books on monetary policy are suffering. 


PARIS AS A FINANCIAL CENTRE. 3y MARGARET G. 
Myers. (London, 1936: P. S. King. Ios. net.) 


Parts of this book have been written with a pains- 
taking thoroughness. The rdéle of the Caisse de Dépéts 
et de Consignations in the Paris money market is not 
adequately realised outside France, and the author 
has rendered a useful service in drawing attention to it. 
On the other hand, in other respects, the book leaves 
much to be desired. A book claiming to give an account 
of an international financial centre is expected to devote 
more space to the foreign exchange market than an 
insignificant proportion of its total size. 
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THE RED BooK OF COMMERCE, OR WuHOoO’s WHO IN 
Business. (London, 1936: Grosvenor Press. 
36s. net.) 


THIs is a most useful commercial guide and reference 
book of over 900 pages, now in its thirtieth year of publi- 
cation. It contains details arranged alphabetically of 
over 8,000 manufacturers, merchants, exporters and 
importers, banks and other financial and commercial 
houses in Great Britain. The names of directors, 
proprietors or partners and matters of interest connected 
with each firm’s history are included. 


1936, OUR CENTENARY YEAR. By J. DYER SIMPSON. 
(Liverpool, 1936: Liverpool, London & Globe 
Insurance Company, Publications Department.) 

On April 22, 1836, at a time when Liverpool was 
dependent upon London for insurance facilities, the 
company which was to become the world-famous Liver- 
pool and London and Globe Insurance Company was 
born. Liverpool had prospered greatly and miles of 
unsuitable factories and warehouses had hastily sprung 
up. As a result of fires which had taken place, London 
had increased the fire insurance rate and the increase was 
resented by a group of men of vision, who determined to 
establish their own insurance company in Liverpool, with 

Mr. George Holt, one of Liverpool’s greatest citizens, as 

Chairman. This book, which contains many illustrations, 

traces the history of the company from its early begin- 

nings down to the present day. The most outstanding 
event in the company’s history occurred in 1906 when 
lire followed the San Francisco earthquake. The com- 
pany, which, incidentally, was the first to issue a fire 
policy on the Pacific coast, paid, as quickly as losses were 
adjusted, the enormous total of $4,700,000 without 
drawing on its general reserves, or reducing its dividend. 


PUBLICATIONS RECEIVED 


A MANUAL OF FOREIGN EXCHANGE. By H. E. Evitt. 
(London, 1936: Sir Isaac Pitman & Son. 6s. net.) 

A REVISED edition of Part II of the author’s book 

‘“ Practical Banking, Currency and Exchange.” 
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CLARE’S MONEY MARKET PRIMER. Enlarged and revised 
by JoHN SANGway. (London, 1936: Sir Isaac 
Pitman & Son. 6s. net.) 

PRINCIPLES OF PUBLIC FINANCE. Ninth (revised) 
Edition. By HuGu Datton. (London, 1936: 
George Routledge & Sons. 5s. net.) 

THE DISTRIBUTION OF NATIONAL CAPITAL. By G. W. 
DANIELS and H. CAmpion. (Manchester, 1936: 
Manchester University Press. 5s. net.) 


THE SYSTEM OF CHINESE PUBLIC FINANCE. By LEE 
Cuou-Yinc. (London, 1936: P.S. King & Sons. 
I2s. net.) 


THE FRAMEWORK OF THE PRICING SysTEM. By E. H. 
PHELPS Brown. (London 1936: Chapman & Hall. 
10s. 6d. net.) 

REACTIONARY ENGLAND. By H. R. G. GREAVEs. 
(London, 1936: The Acorn Press. 5s. net.) 
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THE BANKER 


A Bank Takes a Step Forward 
By Professor C. H. Reilly 


HE National Bank of Scotland has had a temporary 
| building to erect in George Street in the centre of 
the New Town in Edinburgh while it is rebuilding 
its main structure in St. Andrew Square hard by. Being 
for temporary occupation, that is a matter of a few years, 
it has dared to let a young architect, Mr. Marwick, Jnr., 
of the firm of Messrs. T. P. Marwick & Son, of Edinburgh, 
alter and adapt Nos. 9 and 11 George Street, in a modern 
manner, — is without making his building like ene of a 
hundred or two vears ago. When the bare facts are 
stated like ‘this the matter does not sound very striking or 
as if the National Bank of Scotland had done anything 
very wonderful or catastrophic. Yet they have. For a 
great British Bank to think of clothing itself in anything 
but the fancy dress of some ten generations back and to 
show faith instead in the materials and manners of its 
own time, even if that faith is only to be exercised for a 
few years when the bank can sink back to its slumber of 
centuries, is, as things stand to-day, a very novel experi- 
ment. All over the world bankers appear to be the same. 
They prefer to erect imitation buildings of any other 
period rather than a contemporary building. Have 
banks always been such backward-looking institutions ¢ 
[s it some unconscious remembrance of their ancestors 
being turned out of the Temple? I do not really think so. 
The eighteenth century private bankers built for them- 
selves eighteenth century structures and very good 
ones, too, and the early nineteenth century ones early 
nineteenth. No bank yet, however, has built an early 
twentieth except the great Saving Bank in Philadelphia, 
to which we devoted this article a few months back. 
Chis little temporary building in Edinburgh which is, after 
all, only an alteration to an old house, with a new front 
added, unimportant as that sounds, yet represents a 
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great step forward. May the new and strange courage 
this bank is thereby showing hold a little longer and the 
young architect who has made such a success of this 
temporary structure receive the commission for the 
permanent one, and may he be allowed to build that, too, 
as a contemporary building and not as an imitation old 
one! In that way lies a chance for Edinburgh once more 
to get ahead of London. When Robert Adam laid out 
the New Town, where this bank is situated, Edinburgh 
seized the lead. Here is a way of her doing so again. 
Looking at the plans one sees from the thickness of 
certain internal walls, especially those near the staircases, 
and from the position of these latter, that the architect 
has had in the interior to adapt rather than to re-erect. 
One imagines without any certain knowledge that 
previously on the site stood a great town house with 
its main staircase and its servants’ staircase side by 
side, so that the users of each should not meet. In the 
eighteenth century and even in Victorian times that would 
never have done. On the ground floor plan one sees that 
the servants’ staircase has there been taken out and 
cloak room put under it, for it remains above for access 
to the upper floors. The difficulty of altering these 
staircases more than this must really have determined 
the plan. Either the banking hall had to be in front of 
or behind them. Clearly there was more space behind. 
The architect therefore has placed his hall in the rear 
and given as fine an approach to it from the front as 
possible. The banking hall occupies all the old garden 
and stable space at the back of the house save for a 
strip left over for lighting it from the side. The result 
is a fine rectangular apartment, if not quite so high as 
one would design it in a new building. Not to crowd it 
the counter is placed well back, giving ample public 
space in front of it, and a large proportion of the clerks are 
accommodated next door but in easy access to the hall 
by short bridges over the intervening court. The land 
must fall to the back very conveniently to allow this, 
but then Edinburgh is like that. The architectural result 
of all this, as can be seen from the illustrations, is a wide 
dignified approach from the street, past the main stair 
on the right, to the great hall, the space left over on the 
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Correspondent Banks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the West- 
minster Bank to offer its characteristic services 
as a London correspondent to foreign and 
colonial business establishments. Its branches 
form a wide network extending over the whole 
country, and the services of the entire system 
are available to clients abroad, so that with a 
minimum of formality and delay, arrangements 
can be made for the payment of Drafts, Letters 
of Credit, or Cheques, in any part of the 
British Isles. 


Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a 
marketable currency in which the Westminster 
Bank does not maintain current accounts, 
through which it can effect world-wide transfers 
of funds with the utmost dispatch. The Foreign 
Exchange Department is kept in direct touch 
with the market by means of a private telephone 
exchange of a highly modernized type, which 
ensures that no order or inquiry from abroad 
is held up on account of the congesticn of 
business. 


Banks or merchant houses wishing to establish 
a London connexion are invited to communicate 
with the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 
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left being given to the securities department and waiting 
room. 

On the first floor the domestic character of the adapted 
house serves very well in the greater number of private 
rooms for the managers and secretaries necessary in a 
head office, though such of the old rooms as are left have, 
I hope, all been shaved and cleared of their old ornament 
to bring them into harmony with the general air of 
efficiency, clear thinking and hard work, which modern 
design at once suggests. 

The architect throughout this interior, as the illustra- 
tions show, has relied on a veneer of Indian red gum 
wood to give a unified pleasant surface. In these the 
natural markings of this veneer look perhaps a little hard. 
The pleasantness, however, of living entirely surrounded 
by wooden surfaces is a thing anyone who has lived in 
panelled rooms realizes. To- day this pleasantness can be 
achieved far more easily than ever before by such modern 
things as plywood and wallboard and even veneers 
applied to canvas or paper. In this temporary building 
Mr. Marwick has wisely made use of these things. In the 
permanent structure, if the directors have any puritanical 
feelings against the use of veneers, as many people still 
have, Mr. Marwick would no doubt give them solid wood. 
The result would be the same in appearance but the cost 
a great deal more. The feeling for masses, planes and 
surfaces, rather than for lines and ornament, which is at 
the back of modern design, has called these materials 
covered with veneers of fine wood into existence. It has 
also called up indirect reflected lighting. Mr. Marwick 
is therefore consistent in using both. 

The exterior is simple and clean looking, with the 
windows stretching continuously across the fagade to 
give as much light as possible. Not to be entirely bald 
and functional and more severe therefore than the bank 
could probably stand even in a temporary structure, the 
architect has slightly corrugated his front, giving a gentle 
play of light and shade over its plain surfaces. which is 
very pleasant. The framing of his three storeys of 
continuous window by plain flanks and the plain parapet 
above the top tier of windows holds the design together 
like a mount to a water-colour drawing. Having “made 
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12 POINTS OF INTEREST 
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3. Hand or Electric operation. 
4. Exceptional speed. 
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Head Office: COLLEGE GREEN, DUBLIN 
SEVEN CITY OFFICES and 105 COUNTRY BRANCHES AND SUB-BRANCHES 
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The Exchange Clearing System 
by PAUL EINZIG 
8s. 6d. net. 


‘‘ The book is a careful study of the subject . . . there are valuable chapters 
on such things as compensation or barter agreements, payments agreements 
and other variations of clearing. It is a book that can be strongly recom- 
mended to students and all those interested in the present complexities of 
international exchange.’’— Journal of the Institute of Bankers. 
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this charming and delicate front with no hard surfaces or 
marked articulations such as have the very 
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ordinary looking buildings on either side, the architect 
obv iously did not want to spoil it by scribbling the bank’s 


name across it. He has therefore hit on the ingenious 
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ITEMS OF INTEREST FROM THE 1935 ANNUAL REPORT 


A RECORD AMOUNT OF NEW BUSINESS 


was transacted by the Legal & General during 1935 


@ TOTAL NET NEW SUMS ASSURED @ TOTAL LIFE BUSINESS IN FORCE 


(INCLUSIVE OF S!NK.NS FUND) £16,939 ,689 159,658 Policies assuring €103,819,830 and 


@ NET NEW LIFE SUMS ASSURED 
£15,763,691 @ NET FIRE & ACCIDENT PREMIUM 


Deferred Annuities of €2,086,917 per annum. 


@NEW LIFE POLICIES, 19,848 INCOME £557,846 


@ NET NEW LIFE PREMIUM INCOME @ TOTAL ASSETS OF THE SOCIETY 
£995 ,429 EXCEED £36,000,000 


LEGAL « GENERAL 


ASSURANCE SOCIETY LIMITED 


HEAD OFFICE: 10 FLEET STREET, LONDON, E.C.4 
General Manager: W. A. WORKMAN, FLA. 





ALL THE PRINCIPAL CLASSES OF INSURANCE TRANSACTED EXCBPT MARINB 
Established 1836. Branches ¢” Agencies throughout the World. 











¥%& The A.MP. is the Largest British Mutual 
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£6,000,000 over the previous year. 
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method of making a front area railing of the letters. Ifthe 
directors are satisfied with this, as they should be, he is 
relieved and pleased, for the letters so placed give scale to 
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FLOODLIGHTING OF AREA RAILING DESIGNED AS 
BANK’S NAME 

his building. Above them, his bank stands out clear and 

virginal, something young and fresh and pleasing which 

should delight its owners. 
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